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POLITICAL ECONOMY. 



ON THE PROPER PROVINCE OF POLITICAL 

ECONOMY, AND THE METHODS OF 

ITS INVESTIGATION. 



Adam Smith gave a very clear insight into the 
object of his researches, when he entitled his great 
work An Inquiry into the Nature and Causes of the 
Wealth of Nations, and the name of Political Eco- 
nomy, borrowed from the French, which has been 
since applied to the subject, has introduced into it 
some degree of confusion and indistinctness, and has 
opened the door to wide diflferences of opinion, both 
as to its nature, and as to the mode of investigating 

it (1). 

The inconvenience arising from the adoption of 
this appellation, has been not altogether unnoticed. 
Sir James Mackintosh, in his dissertation on Ethical 
Philosophy contributed by him to the Encyclopedia 
Britannica, observes upon it as follows : — 

" In entering on the history of sciences, where the 
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" first measure must be to mark out the boundary of 
" the whole subject with some distinctness, no exact- 
"ness can be attained without a new division of 
" human knowledge adapted to the present stage of 
"its progress, and a reformation of all those bar- 
" barous, pedantic, unmeaning, and (what is worse) 
" wrong-meaning names which continue to be applied 
" to the greater part of its branches/' And after 
citing the term Metaphysics " as affording a specimen 
" of all the faults which the name of a science can 
" combine," he proceeds to say, " The modern name 
" of the very modem science called Political Economy, 
" though deliberately bestowed on it by its most emi- 
" nent teachers, is perhaps a still more notable sample 
" of such faults. It might lead the ignorant to con- 
"fine it to retrenchment in national expenditure; 
**and a consideration of its etymology alone would 
" lead into the more mischievous error of believing it 
" to teach, that national wealth is best promoted by 
" the contrivance and interference of lawgivers, in 
"opposition to its surest doctrine, which it most 
"justly boasts of having discovered and enforced/' 

And N. W. Senior, (in his article on Political 
Economy in the Encyclopedia Metropolitana) has 
likewise commenced his treatise with an enumeration 
of the different views that have been taken of the 
subject by different authors. Altogether, they 
embrace a very wide field, involving inquiries not 
only into the wealth, but also into the happiness, the 
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ciyilisation, the physical and moral welfare, and the 
dififerent functions of the social body, including like- 
wise considerations of government, and of civil and 
criminal legislation, which, as he justly observes, far 
exceed the bounds of any single treatise, or the 
powers of any single mind. 

Since, therefore, the vagueness of this title admits 
of so comprehensive an interpretation, it is essential, 
before entering upon the subject, to determine within 
what limits it is desirable to confine it. 

Now if Political Economy is to be treated at all as 
a science, it must consist, as all other sciences do, of 
'* The union and grouping together of conceptions 
" under an idea ; ^' * and we undoubtedly invest it 
with a scientific character if we confine it purely to 
the consideration of wealth ; thus, taking wealth as 
its sole subject matter, or the special idea which it 
involves, and the common properties of the various 
objects which that idea includes^ as constituting the 
conceptions that are united or grouped under it. 

This limitation gives a distinctness and definiteness 
to the chief questions which in an inquiry into 
wealth it is our business to investigate. They may, 
I think, be ranged under the three following heads. 
We have first to consider what is the nature of 
wealth, or the common properties that are referred 
to under its name. Secondly, how and by whom it 
is immediately produced ; and thirdly, what are the 

* Chretien on ** Logical Method," eh. yiil 
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principles which regulate its distribution primarily 
amongst its original owners, and subsequently through 
them to others (2). 

If we attempt to carry our investigations beyond 
this, and desire to go into all the circumstances 
which have an indirect influence on its production and 
distribution (3), it will involve us in an almost end- 
less variety of considerations, to which no certain or 
fixed limit can be assigned, and from which no con- 
clusions can be drawn. Political Economy, in that 
aspect of it, will be not a science but a confused mass 
of statistics. 

But wealth, as I have observed, can only be treated 
scientifically, in virtue of its representing a class of 
objects having common properties ; and with a view 
to such treatment, it has been confined by most 
writers to denote those " material objects that are 
" necessary, useful, or agreeable to man, and which it 
" has required some portion of human labour to ap- 
" propriate or produce.'' * This has likewise the 
advantage of being the popular signification of the 
term (4). 

Some authors of high repute have, however, con- 
sidered wealth as likewise embracing those enjoy- 
ments, comforts, and conveniences of life which are 
derived from the personal services of others, but 
which do not exhibit themselves to us in any visible 
or tangible form or shape. It is, however, obvious 

* See Malthas' definitions in " Political Economy." 
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that such objects have not common properties with 
those which are material, and the laws of produc- 
tion and distribution are consequently not applicable 
to them, at least in the same sense. A man who 
transfers a material commodity to another, debars 
himself from the enjoyment he might derive from the 
use or possession of it ; but he who conveys know- 
ledge or pleasure to another, does not, on that account, 
necessarily dispossess himself of any portion of his own 
knowledge or pleasure. It is not in all cases that he 
receives a remuneration for it, but when he does, it 
is not in exchange for anything he has parted with 
or lost the use of, but as a compensation for his trouble 
or the display of his ability. That these authors 
should not have been very successful in their endea- 
vours to extend the meaning of a term which, in a 
scientific point of view, requires to be restricted, is 
not to be wondered at. On most occasions, where 
they have been called upon to apply it, they have 
been obliged to use it in the sense in which it is ordi- 
narily understood (5). 

From this limitation of wealth to what is material, 
there arises the necessity of distinguishing between 
the industry or labour that is employed in producing 
it, and that which is otherwise employed. The 
former it has been usual to call productive, and the 
latter unproductive or non-productive labour. Adam 
Smith has been found fault with for making this dis- 
tinction. It would, however, have been illogical in 

A 3 
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him to have done otherwise. If wealth be limited to 
what is material, it follows as a necessary conse- 
quence, that the labom*, however useful or necessary, 
that is not employed in increasing the store of such 
objects, is non-productive of wealth. 

In regard to the proper method of investigating 
the subject, the deductive and inductive systems 
have both been employed, and have both had their 
advocates (6). 

A limited knowledge of the science may, it seems 
to me, be acquired deductively or a priori, so far as 
we are able in our reasonings to confine ourselves to 
the use of those among its technical terms which 
strictly limit their subject. The following are in- 
stances of such terms : Wealth, to begin with, it is 
agreed to limit to the material products of man's 
industry. Capital is limited to denote whatever is 
employed (with the exception of land and labour) 
in the production or distribution of wealth. JRevenue 
is another such term, being understood to designate 
those portions of wealth which the possessor may 
consume without impairing the source from whence 
he derives it. Quantity of labour is used to express 
the bodily exertions of human beings productively 
employed during a given time. To this class of 
terms Value likewise belongs — although it has been 
unfortunately used in two different senses, the one of 
them signifying the relation of commodities to each 
other, and the other the estimation in which they are 
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held founded upon their cost to the purchaser — two 
very distinct things. 

It is evident that, in regard to these terms, and to 
some others belonging to the same class, no further 
inquiries, that we may make, can alter or modify 
their meaning. But when we come to the distribution 
of wealth, and have to treat of Wages, JRent, and 
Profit, we fall into a class of terms which only 
indicate, but do not limit, their subject. These 
revenues or shares of the produce are greatly modi- 
fied by the circumstances which are pecuhar to each 
different country, or to the same country at different 
stages of its economical career. What is Profit in 
one state of things, may be included under Rent in 
another state of things ; and if we begin by defining 
these terms, and then proceed to reason from those 
definitions, we shall arrive at conclusions which will 
be found to be greatly at variance with experience, 
or that are only partially true (7), and shall delude 
ourselves with the beUef that we have got to the end 
of our inquiry before we have even begun to lay the 
foundations of it. The inductive method of investi- 
gation becomes then the only means of arriving at 
any sound knowledge on the subject (8). 



ON THE STANDARD MEASURE OF THE COST OF 

COMMODITIES, OR OF THEIR DEARNESS OR 

CHEAPNESS. 



The precious metals, Gold and Silver, have long 
become, by universal consent, the common medium 
that is employed in the purchase of commodities, and 
by which their cost is ordinarily measured (9). 
That they are better fitted for these purposes than 
any other commodities that could be selected, is 
acknowledged by all. A small quantity of them 
represents a large quantity of most other things ; 
they are divisible into portable pieces of a con- 
venient form and size, of an ascertained weight 
and purity ; and, what is further most important, 
they are, as I shall show, of all commodities the 
least variable. 

What is true of these metals, in regard to the 
functions which as money they are called upon to 
perform, is also true of their substitutes Bank Notes, 
and Banking credits, and which, in order to pre- 
serve their equality, are convertible into money on 
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demand. These substitutes likewise possess the 
same quaUties as means of purchase and measures of 
cost to the purchaser. They are virtually money, 
for they close transactions, as between buyer and 
seller(lO). 

It is, however, obvious that gold and silver being 
obtained, like all other commodities, with a greater 
or less amount of sacrifice, cannot themselves be con- 
sidered as ultimate measures of cost. If .the supphes 
of gold from the newly discovered gold fields, should 
continue to be as abundant as they have been of 
late years, it is probable, (unless new uses can be 
found for it) (11) that the prices of all things 
estimated in money, will be considerably higher than 
they now are. But we should, in that case, be 
sensible that this altered state of things did not arise 
from the real cost of those commodities being greater 
than before, or from their having become really 
dearer ; but from the cost of gold being less than 
it was before, or from its having become really 
cheaper. 

We are, therefore, necessarily driven to inquire 
what is the real criterion or standard of the cost of 
commodities, or what is it that constitutes their being 
really cheap or really dear ; and the answer to this 
inquiry has, I think, been satisfactorily given us by 
Adam Smith. He has shown that labour is the 
ultimate standard of cost ; or, as he expresses it, 
"the original purchase-money of all things." The 
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same quantity of labour (i. e., of ordinary or common 
labour) always represents the same amount of real 
cost or sacrifice. An hour's labour is now precisely 
the same degree or extent of sacrifice, that an hour's 
labour was last year, or last century, or will be next 
year, or next century : and the quantity of labour or 
labour's worth which the purchaser gives for a com- 
modity (and which is precisely the same as that 
which it will command) is therefore the real measure 
of its cost to him, or of the sacrifice which he makes 
in order to acquire it (12). 

In adopting, therefore, one or more commodities 
for practical purposes, to serve as a common medium 
of exchange, it is a matter of great importance to 
select such as are liable to the least possible variation 
in regard to their own cost ; that is, those which 
fluctuate the least in their relation to labour, which 
is the ultimate standard of cost ; and the precious 
metals (which are comparatively the least used for 
other purposes) appear to possess this quality, in a 
more eminent degree, than any other objects that we 
are acquainted with. 

The following table vrill show, that although, 
taking a long period of years, they have declined in 
their foiowr value, their intermediate fluctuations have 
been very small (13). 
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Table of the Price of Farm Labour per Week in Cumberland, 



Year. 


Wages. 


Year. 


Wagea. 


Year. 


Wages. 


Year. 


Wages. 




8. d. 




8. d. 




i. d. 




8. d. 


1730 


4 8 


1746 


4 6 


1762 


5 9 


1778 


7 


1731 


4 8 


1747 


4 6 


1763 


6 10 


1779 


7 


1782 


4 8 


1748 


4 6 


1764 


5 11 


1780 


7 


1783 


4 8 


1749 


4 6 


1766 


6 


1781 


7 


1784 


4 8 


1750 


4 7 


1766 


6 2 


1782 


7 


1735 


4 8 


1751 


4 8 


1767 


6 3 


1783 


7 


1736 


4 8 


1762 


4 9 


1768 


6 4 


1784 


7 


1737 


4 8 


1763 


4 10 


1769 


6 6 


1785 


7 


1738 


4 8 


1754 


5 


1770 


6 6 


1786 


7 


1739 


4 8 


1755 


5 2 


1771 


6 7 


1787 


7 


1740 


4 6 


1756 


5 4 


1772 


6 8 


1788 


7 1 


1741 


4 6 


1757 


5 4 


1773 


6 9 


1789 


7 2 


1742 


4 6 


1758 


5 4 


1774 


6 10 


1790 


7 4 


1743 


4 6 


1759 


5 6 


1775 


6 11 


1791 


7 6 


1744 


4 6 


1760 


6 7 


1776 


7 


1792 


7 8 


1745 


4 6 


1761 


5 8 


1777 


7 


1793 


7 10 



After 1793 the currency, as it is well known, 
became depreciated, when the price of labour would, 
of course, cease to be a guide as to the value of 
gold. 

The importance of this steadiness in the labour 
value of gold and of silver, must be obvious to every 
one. We have only to imagine what the con- 
sequences would be if the commodity, used for 
money, were as variable as corn is from year to 
year, and that the labour which one year cost 
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100/., should the following year cost 150/., and 
perhaps the year after 80/. or 90/. It is evident 
that such a state of things would introduce the 
greatest confusion and uncertainty into all pecuniary 
transactions between man and man. Those who 
were enriched one year, would be impoverished 
another year. Trade would be reduced to a state of 
gambling. At one period large fortunes might be 
realised ; while, at another period, the most opulent 
and well-established dealers might be utterly ruined. 
And if, in order to avoid such a result, it were 
possible to raise or depress the price of goods in pro- 
portion, every one would have to vary his style of 
living in order to suit the ups and downs of the 
market, which would occasion the utmost incon- 
venience and distress throughout the length and 
breadth of the land. 

So long, however, as money continues to be steady 
in its relation to labour, so long will it continue to be 
an accurate measure of the dearness or cheapness of 
other commodities. 

We must not, however, confound this steadiness of 
money with its equality of value in different countries, 
for that is very far from being the same (14). The 
quantity of labour which it is worth in. each, is very 
various indeed ; being chiefly determined by the 
relative efficiency of the labour in each of them, the 
cost of obtaining it being the least in those countries 
where labour is the most* eflScient, and being the 
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greatest in those where the labour is the least efficient. 
The real cost, however, of a commodity, or the 
price which the purchaser must pay in order to 
acquire it in any country, must be measured by the 
quantity of labour which such money is worth at 
the time, in that country (15). 



ON PAPER MONEY AND BANKING CREDITS. 



It is obvious that what has cost nothing, or can be 
obtained without any sacrifice of time or trouble, 
cannot be applied as a measure of those things 
which are not to be acquired without such sacrifice. 
Money therefore, in order to perform its functions as 
a measure of the cost of the commodities, for which 
it is exchanged, must consist of something, the cost 
of purchase or acquirement of which is equal to their 
own. The substitutes for money therefore, which are 
in themselves comparatively worthless, can (as I 
have before observed,) only perform the same 
function by having the condition attached to them, 
that they shall, at all times, be convertible into the 
money which they undertake to represent. 

This is the foundation on which paper money rests. 
Promissory notes payable on demand circulate as 
money, because money can always be obtained for 
them. It is this convertibility which maintains their 
value, and prevents them from being issued to any 
excess. So long as this power of immediate con- 
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version lasts, paper money can never, of course, 
become depreciated in its value. Whenever this con- 
vertibility is put an end to (as it was during the 
Bank Restriction Act of 1797), the measure of the 
depreciation of the paper will necessarily be the 
diflFerence between the quantity of gold which it will 
exchange for, and that which it purports to represent. 

But this test of paper money being issued to 
excess, is quite distinct from that which determines 
whether the total currency or circulating medium of 
a country (which consists of metallic money together 
with aM its substitutes) is or is not in excess. In 
order to ascertain what is the criterion of this excess, 
it is necessary to inquire into what is the natural 
limit of a country's currency. This question is 
closely connected with that concerning the value of 
money in diflferent countries before adverted to, but 
which now requires some further elucidation. 

If the money prices, in diflferent countries, of those 
commodities that are common to them all, are com* 
pared together, they will be found to vary in each 
country — and in some of them very considerably. 
The prices of corn, and of most other articles that 
are the produce of labour, are nowhere the same. 
But the most universal of all objects is labour, and 
the money price of labour is, as we all know, very 
diflferent in diflferent coimtries. Wherever money 
wages are low, and consequently the valueof moi 
high, the same amount of money inc 
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chase or command much more of the produce of 
labour than where wages are high, or the value of 
money low (16). 

Now the important circumstance or rule which 
determines these great varieties, and settles what 
each of them shall be, is this : that in each country 
the prices of its produce shall be such as will equalise 
its exports and imports, or in other words shall 
reduce its external trade to a state of barter. It is 
of no consequence, with a view to this end, if the 
imports of a country should predominate over its 
exports, or its exports over its imports, with reference 
to any other particular country or countries, provided 
that, in the aggregate, they shall be equal to each 
other. The excess of produce which England an- 
nually receives from Russia is in this w.ay compen- 
sated by her larger exports to Germany. The bills 
drawn from Petersburg on London for the value of 
the tallow and hemp sent hither, are bought by the 
Germans and remitted by them to England, in order 
to pay for the British manufactures which they have 
imported from hence. In like manner the large 
quantities of silver that are continually being trans- 
mitted to the East in exchange for tea, silk, indigo, 
&c., can only be obtained by the export of goods to 
those countries who send us their silver, and who 
themselves must have obtained it by the exportation 
of goods to the Mining Districts. 

It is clear that the general scale of every country's 
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prices must bear some relation to its total money or 
currency, and can only be increased or diminished by 
a change taking place in that relation (17). If at 
any time the general scale of prices should rise, in 
any country, above the level which barter requires, 
a diminution of its currency will be required ; and 
this is generally brought about by the exportation of 
its metallic money (the only exportable portion of it), 
which exportation will continue to go on until prices 
are restored to their just level. If, on the other 
hand, they should fall below that level, an importa- 
tion of money will be required for the same reason. 
The mode in which this change commonly takes 
place is easily explained. A rise of prices in any 
country naturally diminishes the demand for its 
exportable goods, and increases the profit upon such 
as it imports ; while the fall of its prices is attended 
with the opposite effect. So long as the imports and 
exports are equaUsed, the foreign exchanges will be 
in their normal state, that is, at par, or only so much 
above or below it, as will counterbalance the expense 
of transmitting bullion from the one country to 
another. But when the exchanges rise above this 
difference, or fall below it, there is no other mode of 
payment open, but that of exporting or importing 
the precious metals. Those metals then themselves 
become a source of traiffiic and of profit to those who 
deal in them. 

I must not, however, be here understood to assert 
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that no other causes or circumstances determine the 
exportation or importation of the precious metals, 
but the rise or fall of prices. Such exportations or 
importations may not aflFect the amount of the cur- 
rency at all. They are not always added to or 
abstracted from it ; and when they are, they may be 
met by a countervailing diminution or increase of 
some of the substitutes for money, so as to leave the 
sum total of currency the same as before. But that 
the rise and fall of prices is usually attended with 
the above eflFects is a matter of general notoriety. 

But although the exportation or importation of the 
precious metals is the usual mode by which the 
excess or defect in the amount of the currency is 
remedied, yet the previous superabundance or de- 
ficiency of the quantity or value of those metals (or 
of metallic money) is not the sole (or, so far as our 
own country is concerned), the chief cause of that 
state of things which calls forth this remedy. 
Another and more potent agency is at work, concur- 
rently with the increase or diminution of the money 
itself, and this is the banking credits or the loans 
granted by bankers out of the deposits that are 
placed in their hands. In consequence of the modern 
and almost universal practice of each person keeping 
his cash in the hands of his bankers, it happens that 
the same amount of pecuniary transactions can be 
carried on with an amount of money quite insignifi- 
cant compared with what would be required if no 
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such system existed, as was the case prior to the 
institution of banks. Independently of what each 
banker under the present system daily transfers from 
the accounts of some of his constituents to the 
accounts of others, the annual amount of offsets at 
the Clearing House (which converts the mass of 
bankers as it were into one bank) at present reaches 
to nearly 2000 millions ; and it may easily be con- 
ceived what an enormous superfluous amount of 
money would always remain in the hands of the 
bankers, unless they had the privilege of loaning 
it out, on such securities as they may deem 
satisfactory. 

But the re-issue of this money (which is not 
wanted for its original purposes) must necessarily 
produce precisely the same effect on the currency, as 
if a fresh supply of money had been received from 
abroad; and when once established, the additions 
that are made to the currency, and the subtractions 
from it during any given period of time arising from 
this cause alone, will depend upon the extent to 
which the fresh loans granted exceed, or are below 
the old loans that are repaid within that period. It 
must likewise be observed, that it is not the system 
of offsets and clearances, however convenient and 
useful they may be, by which these effects are pro- 
duced, but by the use of the money which that 
system liberates, and enables to be so apphed. If 
the bankers held their deposits, hke the banks of 
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Hamburg and Amsterdam, no eflFect whatever would 
be produced on the currency (18). 

Now there is a very important circumstance which 
distinguishes this pecuUar substitute for money, from 
paper-money or promissory notes that are payable 
on demand. If the latter be issued in excess, their 
convertibility will soon pare them down to their 
proper dimensions, but if the currency be swelled 
beyond its due amount by Banking Credits, the only 
apparent indication of it is a rise of prices and a 
depression of the exchanges, leading to an outflow of 
metallic money. If, when such a state of things 
occurs, the banking credits are not simultaneously 
reduced (and they cannot be reduced too suddenly 
without occasioning great pressure and distress 
among the mercantile and trading conmiunity) then 
the exportation of money must be very considerable, 
before the currency is brought within its due limits. 
If for instance the previous expansion of the currency 
amounted to ten or fifteen per cent., it would require 
(supposing no other means were resorted to of 
reducing it) an exportation of metallic money 
equivalent to ten or fifteen per cent., not simply 
of its own quantity, but of the total amount of the 
currency or circulating medium, in order to restore 
it to its proper level. It was the over expansion of 
the currency in 1824 that brought on the catastrophe 
of 1825. During the latter year, the Bank of 
England, the chief custodient of the London metallic 
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money, was gradually drained of nearly all her 
treasure, and that treasure would have been insuffi- 
cient to meet the demand, unless towards the close 
of the year the sudden extinction of banking credits, 
occasioned by the numerous failures that took place 
at the time, had not operated in the same direction. 
The destruction of the currency had indeed, on 
that occasion, gone so far beyond the requirement, 
that a considerable void was created in the amount 
needed for the purposes of circulation, as shown by 
the rapid and almost unprecedented rise of the 
exchanges. This void was temporarily filled by a 
large extra issue of paper money to the extent of 
some millions, until the importation of gold from 
abroad enabled it to be gradually withdrawn. 

It was in order to prevent the occurrence of the 
evils occasioned by an over expansion of the currency 
that the Bank Act of 1844 was devised. That it 
has not been attended with all the advantages which 
its framers contemplated, is a proof of how small a 
portion of those evils is to bo attributed to an over 
issue of paper money, compared with what arises 
from the great facilities which our banking system 
affords to over speculation and over trading, and 
which is usually attended by such disastrous conse- 
quences (19). 



ON THE DISTINCTION BETWEEN CAPITAL AND 
REVENUE. 



The term Capital has been devised for the express 
purpose of denoting those objects (land and labour 
excepted) that are directly productive of wealth, or 
that are held or used with a view to profit in its 
distribution. All other objects that are not so 
employed, but that may be consumed by their ovraer, 
without impairing the sources from whence he derives 
them are, on the other hand, considered as consti- 
tuting his Income or Revenue. 

A building, if it be a dwelling house, is not capital. 
It produces nothing towards its occupier's expense 
of residing in it. But a shop or warehouse is capital. 
It contributes to the distribution of wealth, and to 
the owner's rent or the tenant's profit. Food and 
clothing are capital in the hands of those who deal 
in them, and who derive a profit from their trade. 
They are not capital in the hands of those who 
consume them. When commodities are said to be 
produced by labour and capital, the food and clothing 
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that are advanced to the labourer, in the shape of 
wages, by his employer, must not be included in 
such capital as an item of the cost, being already 
represented by the labour itself. It is this labour 
which is productive, and not the wages that are 
exchanged for it, and which constitute the labourer's 
revenue. By consuming them he does not impair 
the fund from whence they are derived, which con- 
sists in his own power of production. 

Capital has been further subdivided into two 
kinds, the one, called by Adam Smith, fixed capital, 
which always remains in the hands of the producer, 
and never changes its form ; and the other, to 
which he has given the name of circulating capital, 
continually changing its form, or passing away from 
him in one shape, and returning to him in another. 

As this distinction between capital and revenue 
has no reference to the special objects which may be 
included under either head, but only to the uses to 
which they may be applied, it continually happens 
that what may be capital to one person, may after- 
wards become revenue to another ; or, in like manner 
that what has been revenue to one, may eventually 
become capital to another. This, however, can never 
be the case with fixed capital, which always remains 
the same, and can never by any possibihty be dis- 
tributed or become revenue to any one (20). 

Among the various objects which Adam Smith has 
enumerated as constituting ^.i^^fl? capital, he instances 

B 2 
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skilly which, although not a material substance, is 
undoubtedly productive. It may be questioned 
whether, as it resides altogether in the person of the 
individual who exercises it, it ought not rather to be 
regarded as a higher or more refined species of labour, 
the value of which depends upon the excess of what 
is produced by it, over and above ordinary labour. 

Again, under the head of circulating capital, he 
includes money, of which he remarks, that in many 
points it bears a great resemblance to fixed capital. 
Now money is, in itself, utterly unproductive. Its 
office is to facilitate the exchange, and measure the 
value of other commodities, which are either capital 
or revenue ; but it is never consumed or used up as 
they are, either as an element of their composition, 
or an qbject of desire or utility considered only in 
itself. It is, no doubt, the office of money to distri- 
bute wealth, and so far it might seem to partake of 
the nature of capital ; but although it is sometimes 
exchanged for what is used productively, it is Uke- 
wise frequently exchanged for what is used unproduc- 
tively. The money that is paid to the State in the 
shape of taxes, and by it distributed to the national 
creditor, or expended for the service of the nation, 
is employed for the most part in this latter way. 
It is, in that case, the representative of revenue 
and not of capital. It might, perhaps, on this 
account, be better to consider it as a commodity, 
sui generis, not to be ranked under either of these 
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heads, but as conveying the means of acquiring 
either of them, according to circumstances. 

The prevailing custom, however, of regarding 
money as capital, has given rise to certain common 
expressions which involve a confusion of ideas. We 
continually hear of the interest of money, and of the 
valtie of money, the latter term being applied to the 
higher or lower rate of interest that is paid for a 
a loan that is contracted for in money. It is clear 
that money itself can produce nothing, and that 
the interest paid for the loan must either be a por- 
tion of the profit acquired by the productive use 
of a capital which the money lent has enabled the 
borrower to obtain ; or it must be a portion of some 
revenue to be subsequently received by him. The 
value of money, too, is what it is worth in exchange 
for labour or for other things — and is as distinct 
from what is paid for its use, as the value of a 
house, or what it is worth in exchange for other 
objects, is distinct from the rent that is paid for 
its use. The rate of interest (improperly called the 
value of money), at all times depends upon the 
amount of the loans that are offered on the one 
hand, and those that are wanted to be borrowed on 
the other, a proportion varying according to circum- 
stances, and partly governed by the nature of the 
securities that are pledged for their repayment. 

It is likewise an error to confound credit with 
capital. Credit may be the means of acquiring 
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capital, but it may likewise be the means of acquiring 
revenue. The credit which a retail trader gives to 
his customers is mostly of this latter kind. They do 
not purchase his goods in order to resell them, or to 
produce others, but for the sole purpose of enjoying 
the use of them (21). 

It is further an abusive use of the term capital^ to 
represent the proportion which it bears to poptda- 
Hon as determining the amount of the labourer's 
wages. Capital comprises many things that are 
never brought into contact with labour at all, and 
a large mass of labourers are maintained, not by 
capital, but by revenue (22). This is the case with 
the entire class of non-productive labourers in our 
own country, and the great body of productive 
labourers in the countries of the East, who are main- 
tained by revenues of their own creation, and not 
by what has been advanced them by others (23). 



ON THE DISTINCTION BETWEEN REAL AND 
PROPORTIONATE WAGES. 



The great fund, which is specially appropriated to 
the maintenance of labour, consists partly of capital, 
and partly of revenue ; and the real wages earned in 
any given time by the productive labourer (thd class 
to which the present consideration is confined), ^t all 
times depends upon the proportion existing between 
the numbers of such labourers who are employed, and 
the amount of this fimd which is exclusively devoted 
to their support, during that time. 

But the proportionate wages consist of that share 
or proportion of the produce which is necessary to 
replace the cost of the labour employed in reference 
to any particular commodity. And as whatever 
remains over and above this cost is profit, it follows 
that, the produce being the same, there can be no 
increase of proportionate wages without a diminution 
of profit, nor diminution of proportionate wages 
without an increase of profit. For instance, if a 
commodity that had cost in labour 100/., were worth 
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in the market 110/., ten-elevenths of it or of its 
value would represent the proportionate wages, and 
one-eleventh would remain for profit, which would 
then be 10 per cent. If the price rose to 120/., five- 
sixths would suffice to cover the cost, and one-sixth 
would be profit, which would in that case rise to 20 
per cent. And if the price fell to 105/., out of 
\4)wenty-one parts twenty would be required for the 
wJiges, leaving the remaining one for profit, which 
woul4 he reduced to 5 per cent. 

Wh^ those proportionate wages (and consequently 
the actual profit), may turn out to be must of course 
depend- upon the state of the demand and supply of 
the copimodity at the time being, or when it comes 
to market ; and with that the labourer has nothing 
to do, for not only is he paid beforehand, but his 
actual wages are liable to be increased or diminished 
by greater or less employment, although the pro- 
portion they bear to the greater or less amount of 
produce may continue the same (24). 

Real and proportionate wages are therefore 
governed by diflferent principles, although they may 
sometimes coincide. But what chiefly distinguishes 
them is, that they are found to vary in opposite 
directions. It is a well-known fact, that when pro- 
portionate wages are less, real wages rise ; and that 
when proportionate wages are more, real wages fall. 
And this, paradoxical as it may at first sight appear, 
is easily explained. The former state of things 
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which is attended with higher profits, stimulates pro- 
duction. Accessions are more rapidly made to the 
funds for the maintenance of productive labour. 
There is increased employment, and consequently a 
greater demand for labour. The labourer earns 
more, because he produces more. His total earnings 
or real wages are greater when he works eight hours 
a day or six days in the week, than when he works 
only six hours a day, or four days in the week, 
although his wages will, in that case, bear a smaller 
proportion to the total produce. The latter state of 
things, where wages constitute a larger proportion of 
the produce and profits are consequently lower, is 
attended with precisely the opposite effects : — there 
is a less rapid addition to the funds appropriated to 
the labourer's maintenance. His actual employment 
is diminished, and his total earnings are reduced, 
although they bear a larger proportion to the 
diminished produce. 

Since then proportionate wages do not depend 
upon the greater or less demand for labour, the cause 
of their rise or fall remains to be inquired into, and 
this will be considered in what follows (25). 



B 3 



ON THE NATURAL LIMIT OF DEMAND. 

♦ — 

According to Adam Smith, the test of a com- 
modity being supplied in proportion to the demand 
for it, is, its selling in the market at such a price as 
will indemnify the producer for his outlay, and 
yield him a profit such as he may reasonably expect 
to derive from his trade according to the average 
rate of profit at the time being. 

When a commodity yields a larger profit than this 
average rate, the supply of it is said to fall short of 
or be below the demand ; and when it yields less, 
the supply is said to exceed the demand. There is 
in that case over production. 

The question, however, has been much debated 
whether such over-production can be general or 
universal ? Whether what happens in the case of one 
commodity can happen to all 1 Whether all the 
markets of the world can at the same time be over- 
stocked with everything, or glutted with commodi- 
ties all of which are selling below the costs of their 
production. 
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Before entering into this inquiry, it should be 
observed that there may be an apparent without any 
real over-production. When Napoleon issued his 
Berlin and Milan decrees, which prohibited the ad- 
mission of English goods into the countries under 
his sway (which at that time embraced nearly the 
whole continent of Europe), he caused a large 
quantity of those goods to become excessive ; not 
because more were produced than were really 
wanted, but because they had not free course, and 
could not reach the consumers for whom they were 
destined, and who were both able and willing to pay 
for them, if they could have obtained them. 

In like manner a money panic, however it may 
originate, by suspending credit and stopping the 
circulation of goods, paralyses industry, causes a 
ruinous fall of prices, and for the time being creates 
an apparent over-production, the sellers being many 
and the buyers few or none. 

It is not, however, to cases of this kind, or to other 
similar ones, in which the over-production can be 
clearly traced to artificial causes or to some extra- 
ordinary and special circumstances, that the present 
inquiry applies. The real question at issue is, 
whether a general over-production can ever arise in 
the ordinary state of things; — that is, whether in 
the natural progress of wealth mere commodities of 
all kinds can, by possibility, be pressed on the 
markets without their finding consumers who are 
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able and willing to purchase them at remunerating 
prices. 

This is a subject which has been much canvassed 
by political economists, and on which are to be found 
the names of Say, James Mill, Ricardo, and J. S. 
Mill, ranged on the one side, and those of Malthus, 
Sismondi, Chalmers, and Storch,* on the other. 

Monsieur Say has devoted a special chapter to it, 
''Stir les Debouches/' in which he endeavours to 
show that if too many of some commodities are 
produced, there are on the other hand too few of 
others in the market, and that there never can be a 
general over supply, provided only all are produced 
in a due proportion to each other. 

James Mill, in a very able pamphlet published 
many years ago, entitled Commerce Defended, also 
very broadly laid down the doctrine that one half 
the commodities produced, created a market for the 
other half 

The same view of the subject has Ukewise been 
adopted by J. S. Mill, who in his Chapter on Ea^cess 
of Supply,^ states the case as follows : " What is it 
" which constitutes the means of payment for com- 
" modities ? Simply commodities. Each person's 
" means of paying for the productions of other 
" people consist of those which he himself possesses. 
" All sellers are inevitably and ea? vi termini buyers. 

* '* Considerations sur le Revenu National," ch. xi. 
t " Principles of Political Economy/ book iii ch. ziv. 
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" Could we suddenly double the productive powers 
" of the country, we should double the supply of 
" commodities in every market, but we should by 
" the same stroke double the purchasing power. 
" Everybody would bring a double demand as well 
" as supply ; everybody would be able to buy twice 
" as much, because every one would have twice as 
" much to offer in exchange/^ 

From the rule which is here stated, as being of 
universal application, some large exceptions must 
doubtless be made. Many commodities are produced 
and consumed without ever being exchanged for 
others, or brought to market at all; and those 
commodities which constitute the wages fund are 
exchanged not for other commodities but for 
labour (26). 

Making allowance, however, for these exceptions, 
the rule might still seem to hold good as to all other 
commodities. They, it might be said, can only be 
procured in exchange for each other. Of them it 
might apparently be affirmed that the one half forms 
a market to the other half. 

Nevertheless, the doctrine, when stated in this 
unqualified manner, involves a misconception in con- 
sequence of an ambiguity attaching to the word 
commodities^ which embraces two distinct classes of 
objects (not, indeed, necessarily distinct as to their 
intrinsic nature, but distinct as to the functions 
which, in an economical point of view, they are 
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called upon to perform), and which renders Mill's 
proposition, although true in one sense, not true in 
the general sense in which he has enunciated it, and 
in which it would be generally understood. 

The two classes in question are well known by 
the distinctive names of capital and revenue. Com- 
modities may represent either the one or the other, 
and excepting the case of fixed capital (which neyer 
changes its form), they may perform the functions of 
one or the other alternately, although they never 
can perform those of both at one and the same time. 

Now commodities which represent the capital of 
their owners cannot create a demand for each other, 
with a view to their consumption^ for although in the 
course of production capitals are continually being 
exchanged for each other, yet the eflfect of such 
exchanges, however numerous, is merely to transfer 
the commodities from one set of holders to another, 
without ever taking them out of the market. This 
last result only takes place when they are fijially 
exchanged for the consumer's revenue. For instance, 
the capital of the manufacturer is replaced by that 
of the wholesale dealer, while that of the wholesale 
dealer is replaced by the capital of the retail dealer ; 
but the latter depends for the replacement of his 
qapital upon the demand of the customers, who are 
the consumers of his goods, and who expend their 
revenue in the purchase of them. If no such 
revenues existed, or if those who possess them were 
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unwilling so to apply them, those commodities would 
remain in the market without demand, and the 
capital bestowed on their production would be 
thrown away. 

Demand, therefore, with a view to consumptiotiy 
requires not merely that commodities should be 
exchanged for each other, but likewise that, on one 
side of the exchange, they should consist of revenue ; 
otherwise, no purchases could be made for use or 
enjoyment. 

Ricardo has said, — " No man produces but with a 
" view to consume or sell, and he never sells but 
" with an intention to purchase some other commo- 
" dity which may be useful to him, or which may 
" contribute to future production. By producing, 
" then, he necessarily becomes either the consumer 
" of his own goods, or the purchaser and consumer 
" of the goods of some other person.'' * But if this 
rule were carried into practice, that is, if the pro- 
ducers consumed their own goods, or others which 
they got in exchange for them, their capitals, which 
are vested in those goods, would be destroyed instead 
of being reproduced. 

Of this we may readily convince ourselves by 
considering what would be the consequence if the 
shopkeepers of London (whom we may suppose to be 
collectively possessed of every object of necessity, 
convenience, and luxury), were to meet together for 

I * ** Piineiples of Political Economy/' chap, xxl ed. 3. 
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the purpose of exchanging and consuming the pro- 
duce of each other^s industry. Is it not obvious that, 
in that case, no replacement of their capital would 
take place, and that their means of reproduction 
would be brought to an end ? And this would 
happen, be it observed, not because the objects 
exchanged were ill adapted to their wants or tastes, 
if they could venture to indulge them, but because 
of whatsoever they did consist, the consumption 
of them by themselves, as the owners or producers 
of them, would involve the loss of their capitals, 
which their commodities represented. 

These considerations show what kind of limitation 
must be introduced into Mill's statement, in order to 
make it accord with the real state of things. His 
proposition that the means of payment for some 
commodities consist in other commodities is true, 
but only on the condition that on one side of the 
exchange they shall consist of revenue. 

The importance of revenue as constituting the 
means of demand and payment, and thereby replac- 
ing capital, has been wholly overlooked. If all were 
bent upon accumulating to the utmost their revenue 
instead of spending it (which Mill thinks would be 
attended with a great increase of the national wealth), 
no other commodities would exist except such as 
represented capital, the exchange of which for each 
other would leave them all still in the market, or if 
consumed by the owners (as suggested by Ricardo) 
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the capital that produced them would be consumed 
along with them. 

The limit to the demand for those commodities 
which consist of capital is therefore clearly defined. 
It is, at all times, determined by the extent of the 
revenues that are oflFered, and given in exchange for 
them ; and the profit resulting from this exchange 
must always depend generally y as it does in individttal 
cases upon the degree in which those revenues (or 
the value of the commodities of which they consist), 
which constitute the means of demand, are more than 
adequate to replace the capital vested in those which 
are the subject of demand. When those revenues 
very Kttle exceed the capital employed that is con- 
sumed in production, the rate of profit will be low, 
and the proportionate wages (or proportion of the 
produce necessary to cover the cost) will be compa- 
ratively high. And when they greatly exceed that 
capital, the rate of profit will be high and the propor- 
tionate wages comparatively low. 

This may perhaps be rendered still more apparent 
if we consider the revenues of the community as 
being divided into three distinct groups ; the first 
consisting of that portion of the wages-fund, which is 
employed in the maintenance of productive labourers, 
and which, in our own country, and in some others, 
is advanced to them out of their masters' capital 
The second, consisting of that other portion of the 
wages-fund which is exclusively applied to the main- 
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tenance of non-productive labourers, or those who 
contribute their personal serrices ; and the third con- 
sisting of that portion which is exchanged for the 
produce of capital, and by which that capital is 
replaced. 

If a portion of the second group were at any time 
transferred to the third group, it would give scope to 
the employment of additional capital of a corre- 
sponding value ; and such a change in the mode of 
expending revenue is noticed by Adam Smith, {Bk. 
3, Ch. 4) as having taken place at that period of our 
history when the great landed proprietors dismissed 
their idle retainers and dependants, and diverted 
their revenues to the purchase of manufactures. If 
this ancient method of expenditure were again to 
become prevalent, it is obvious that it would occasion 
the destruction of all the capital which is now em- 
ployed in supplying the wants of those who by their 
present mode of expenditure replace that capital (27). 

If the third group were increased without a cor- 
responding increase of the first group, there would 
be an increased demand for the products of capital 
without an increased supply of them. And if the 
first were increased without a corresponding increase 
of the third group, there would be an increase in the 
isupply of the products of capital, but no increase in 
the demand for them (28). 



ON ORIGINAL AND DERIVATIVE REVENUES. 



Political economists have generally partitioned 
out the revenues of mankind under the three heads 
of the Wages of Productive Labour, the Rent of 
Land, and the Profits of Capital. 

These divisions, although they may sufficiently 
answer the purpose for which they have been framed, 
are not exhaustive. 

Tithes are likewise an original source of revenue ; 
so are the rents of shops and warehouses, the freights 
of the goods that are carried to and fro on merchant 
vessels, the hire of carts and waggons, and all other 
expenses whatever upon goods in transitu^ or until 
they get into the hands of the consumer. These 
several shares of the produce are original revenues, 
belonging, in the first instance, to those who are 
entitled to receive them ; for, although they may 
have previously existed in the hands of others, it is 
never as their revenue, but only as forming portions 
of their capital 

All other revenues are derivative, or consist 
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merely of the transfer of these prunitive ones from 
one party to another. 

As revenues are continually being transferred, and 
thus pass through a succession of hands, each recipient 
includes in his income all that portion of it which he 
does not himself consume, but which he parts with 
to others. It hence follows that the sum total of all 
individual revenues or incomes very far exceeds that 
of the original ones (29). 

This will fully account for the productiveness of a 
tax which, like the Income Tax, falls first upon the 
original revenue of its owner, and subsequently on 
the revenues of each of the parties through whose 
hands it successively passes. This is a circumstance 
peculiar to such a tax. The revenue which has con- 
tributed to it once, contributes to it again as often as 
it changes hands (30). 



ON GROSS AND NETT PRODUCE. 



The distinction between the gross and nett produce 
is a very palpable one in individual cases. No one 
any way engaged in production has the smallest 
difficulty in distinguishing between what the com- 
modities he deals in cost him, and what the profit is 
which he derives from his trade, after defraying all 
the expenses attendant upon it. 

Those expenses for the most part consist of the 
wages of the labour directly employed by him, and 
of that which is indirectly employed in furnishing 
him with the raw material, and maintaining his fixed 
capital, as well as of the rent of his premises ; and 
hence it is, that what constitutes a portion of his 
gross produce eventually becomes nett produce to his 
labourers and to his landlord, or to others. 

In estimating, therefore, the total annual produce 
of a country, we must not include its circulating 
capital, which is already contained in the nett produce, 
but only so much of its gross produce as consists 
in the additions that have been made to its fixed 
capital. 
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But the nett produce does not so much depend 
upon the total quantity of capital that is employed, 
as it does on the proportion that exists between the 
circulating and ihefia^ed capitals. Out of any given 
amount of capital, the larger the proportion is of 
fixed capital, the larger will be the nett produce in 
proportion to the capital that is annually consumed 
in order to produce it. 

For instance, let the case be supposed of a com- 
modity worth 120/., of which 100/. had been advanced 
in wages of labour, leaving 20/. for profit. If now, 
the same commodity could be produced by fixed 
capital costing 50/., and immediate labour costing 50/. 
(including the wages of those necessary to keep the 
fixed capital in repair and superintend its working), 
the commodity could then be sold for 70/., still 
leaving 20/. for nett profit as before. In this case 
the nett produce would be increased from 20 to 40 
per cent, the capital annually consumed being half 
what it was before. Neither is this the sole 
advantage. The party who before gave 120/. for 
the commodity would now be able to obtain a larger 
quantity of that cheaper commodity in exchange for 
the same amount of his revenue (31), thus giving 
scope to the employment of additional capital to the 
like extent. 

The proportion of fixed capital, which in the above 
exemplification, is taken at one half, falls much below 
the reality in numerous instances. And there can 
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be no doubt that to the prevalent use of this 
description of capital in so many departments of 
our national industry, is to be ascribed the vast 
increase that has taken place in the nett produce of 
the country. 

Of this increase there are two very striking proofs. 
The one of them is the prodigious augmentation that 
has been made to the number of inhabited houses, 
more especially in and about the metropolis. The 
other may be gathered from the contents of the 
shops that abound in it, and in all the larger towns 
of the country. 

When Monsieur Say, the eminent French econo- 
mist, visited England in 1815, he remarked of 
London, even in those days, that it was no longer a 
towfiy but a county covered with houses.^ And 
any one who can remember what it then was, and 
sees what it now is, can hardly fail to be struck 
with the enormous additions that have been made to 
it, since the period at which Monsieur Say gave the 
above account of it. Fields that used to surround 
it in almost every direction, have been converted 
into long streets of houses of every variety of form 
and size, whilst villages, once considered as distant, 
have been almost incorporated with it. 

When it is considered that this description of pro- 
perty is wholly unproductive, and can yield nothing 

* De TAngleterre and des Anglais. " Londres n'est plus une yille, c'est 
une province couyerte de maisons/' page 4. 
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towards defraying the expense of its maintenance, 
and the rent due to the landlord, it is obyious that 
there must have been created within the same period 
of time, an amount of nett produce enabling the 
occupiers to fulfil these necessary conditions of their 
tenancy. 

Again, those who survey the miles of shops that 
lino our streets, and take but a glance at what is 
oflcrod for sale in their windows, will easily satisfy 
thomselvcs that, if we except the bakers' shops and 
the gin-palaces, a very small portion of their 
contents consists of objects that are fitted for the 
couHumption of the working classes. The great 
bulk of their wares must therefore be nett produce, or 
commodities destined to supply the wants of those 
who possess revenues sufficiently capacious to enable 
thom to indulge in the purchase of the countiess 
luxuries with which those shops abound. 



ON FREE TRADE. 
♦ 

However much writers on political economy may 
have diflfered from each other in their views of ques- 
tions relating to the theory of the science, there is, 
I believe, but one opinion among them on the 
practical question of free trade. The' advantages 
and benefits of an universally unshackled and un- 
restrained intercourse between diflFerent countries are 
admitted by them all. They are all agreed that it is 
the interest of nations, no less than that of individuals, 
to make their purchases in the best and cheapest 
markets : and they consequently condemn the pro- 
hibition of foreign products, or the imposition of 
duties that are levied upon them for the express 
purpose of checking their introduction, as being both 
unsound in principle and mischievous in practice. 

This is the general rule. If there be any exceptions 
from it, they must rest on grounds totally distinct 
from those which it is the business of political economy 
to inquire into. 

The system of prohibiting foreign commodities, or 
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of throwing difficulties in the way of their impor- 
tation, was originally devised by mercantile men in 
order to serve their own self-interested purposes ; 
and it was against this narrow policy, which had 
long prevailed, and had been acquiesced in even by 
those who suflfered from its adoption, that the 
celebrated French economists first entered their 
protest. Adam Smith afterwards took up their argu- 
ments, illustrated and enforced them ; and now that 
the more liberal doctrines advocated by these writers 
have been fully confirmed by their having been, to 
some extent, acted upon in our own country, they have 
begun to be better understood, and more generaUy re- 
ceived among us, although our continental neighbours 
still seem to be wofiUly in the dark on the subject. 

It has, however, been sometimes supposed, that 
although the system of free trade might be very 
advantageous and desirable if it were universal, yet 
that it becomes dangerous and inexpedient for a 
country to adopt it, unless the other countries with 
whom the intercourse is carried on adopt it likewise. 
Those who entertain these views conceive that com- 
mercial treaties and regulations are necessary in 
order to ensure a reciprocity on their part. 

Now it will readily be admitted that a universal 
freedom of trade is the condition the most favourable 
to the general traffic that is carried on throughout 
the world. Such traffic will always be the largest 
and the most productive of wealth, when the facilities 
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that are giyen to it are the greatest and the most 
extended. But the idea that any country which 
freely opens its ports to others will be ruined, or be 
carrying on a losing trade, because those other 
countries close theirs, is an illusion, and wholly desti- 
tute of foundation. A country can only pay for the 
commodities it receives from other countries, by 
sending to them in return its own productions ; and 
it hence follows that the imports must on the whole 
always equal the exports. All trade whatever is in 
itself necessarily a reciprocity. It may be curtailed 
or restricted by unwise regulations ; but, so far as it 
goes, it can never be otherwise than reciprocal. 

But it has been further argued, that when once a 
particular branch of business has been established in 
a country, it ought to be protected from foreign com- 
petition, or the capital employed in it will be thrown 
away. It will appear, however, on examination, 
that in this respect the foreign trade is precisely on 
the same footing as the home trade ; and that if it 
be politic to protect the one, it is equally politic to 
protect the other. 

A case of the kind (in which protection has been 
advocated on these grounds) is put forth by the 
author of " Sophisms of Free Trade and Popular 
Political Economy." He says (page 1 8), " Suppose 
" stockings to the value of 500,000/. a year are made 
" in Leicester and exchanged annually for gloves to 
" the amount of 500,000/. a year made in Dover. The 

c 2 
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'' landlords, tradesmen, and workmen of Leicester and 
" Dover enjoy together an annual net income of a 
" million. Suppose now, that for some real or sup- 
" posed advantage in price or quality, the Leicester 
" people, instead of exchanging their stockings for 
" gloves from Dover, exchange them for gloves from 
" the other side of the straits — say from Calais, what 
" is the consequence 1 It is this, that England loses 
"and France gains half a million a year by the 
" change. Englishmen have 500,000/. a year less to 
" spend, Frenchmen have 500,000/. a year more to 
" spend. English markets fall oflF to the extent of 
" 500,000/. a year. French markets are augmented 
"by 500,000/. a year. To make it still clearer, 
" suppose the Dover tradesmen and workmen crossed 
" the straits along with their manufacture to Calais ; 
" still, as before, England would lose half a million a 
" year, and France gain it. Indeed, this latter sup- 
" position, though setting the loss in the clearest 
" Ught, would, in the two supposed cases, be the most 
" advantageous to England. For if the trade migrated 
" without the people, a nest of paupers would be left 
" behind. 

" It is said they could turn their hands to other 
" employments, but this is easier said than done." 

And here the author adds in a note, "Mr. 
" McCuUoch has fallen into a transparent sophism. 
" He says in his Principles of Political Economy 
"(p. 151), that the displaced artificers would be em- 



ON 7BES TRADE. 53 

" ployed in the production of the articles that must 
" be sent as equivalents to the foreigner. But that 
" is not so. It is the Leicester stocking-makers who 
" are employed in producing the equivalents. But 
" they were employed before." 

And so, according to the view here taken by 
this author, it would appear that upon the removal 
of the glove-trade from Dover to Calais, the people 
of Dover would be obh'ged to go without stockings. 
One wonders that so intelligent a writer should 
not have been startled by this conclusion, which 
inevitably follows from his premises ; that he did 
not suspect there somewhere lurked a fallacy in his 
argument. 

And the fallacy lies here. He has entirely left out 
of consideration the great body of consumers of the 
hosiery and gloves, and has reasoned as if the Dover 
glovers and Leicester hosiers were the sole demanders 
for each other's productions. 

The real state of the case is this : the people of 
Dover expend a portion of their revenue in hosiery, 
while the inhabitants of Leicester spend a portion of 
theirs in gloves. But the purchase-money for the 
hosiery, instead of being sent to Leicester is applied 
in payment of the gloves sent thither ; while the 
money of those who purchase the gloves in Leicester 
goes to pay for the hosiery sent to Dover. Prac- 
tically these payments are eflFected through the 
instrumentality of the banks that are establisbed in 
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those towns, and it saves the transmission of money 
from one place to another. 

Now suppose, as it is put by the author, that the 
glove trade is removed from Dover to Calais. This 
circumstance will not affect the revenues of the 
people of Dover, who before bought the hosiery, 
except in the very trifling degree that may be occa- 
sioned by the emigration of the glovers, who were 
themselves partly consumers of it. The demand for 
hosiery in Dover will therefore be the same or nearly 
the same as before. In like manner the people of 
Leicester will have the same demand and means of 
purchasing gloves as they ever had, and they must 
pay for them either by the export of hosiery or 
something else suited to the wants of the Calais 
market. If they have none such, the payment 
must of course be made by the transmission of 
money. 

There will stiD, however, be a debt due by Dover 
to Leicester for the hosiery, and it may be asked, 
how is this debt to be discharged 1 The answer is 
clear. In default of other means of payment^ a 
remittance in money must be resorted to. But^ it 
may be, that Dover carries on an export trade with 
Calais, in which case an equivalent amount of goods 
sent thither, would save the transmission of money 
either from Leicester to Calais in payment of the 
gloves, or from Dover to Leicester in payment of the 
hosiery. 
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And this is in effect in the long run the mode in 
which the trade of the world is balanced. Countries 
rarely ever receive from each other goods to the 
same amount, but they export more to some and 
import more from others, and the one excess is 
eventually counterbalanced by the other. 

But there is a further error involved in the 
barrister's statement, which however is not confined 
to him, or to those who adopt his very narrow views 
of the subject, but is common to many others who 
are altogether opposed to them. This error consists 
in representing certain quantities of hosiery and 
gloves as constituting the revenues instead of the 
capitals of their producers. 

This is a prevailing mistake, and one from which 
some excellent works on Political Economy are not 
altogether free. It is founded upon a confusion 
between commodities and the demand for them. 

The gloves and hosiery, as well as goods of all 
descriptions, whilst they continue in the hands of 
either the producers or dealers represent their 
capital. They only take the form of revenue when 
they pass into the hands of the consumer. It is the 
demand of the consumer that replaces the dealer's 
capital, and enables him to renew his operations. 

This error, of not distinguishing between capital 
and revenue, has led to a false view regarding the 
economical relations of society. Consumption has 
been represented as co-extensive with production; 
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and prodacers and Gonsmners hare been confounded 
with each other. 

According to this theory, the producers are the 
sole demanders for each other s goods. Now, if they 
did not consume the whole of them, the consumption 
would not be co-extensire with the production ; and, 
if they did, nothing would be left for the other 
classes of society, who are non-producers, but who 
arc, nevertheless, entitled to a share of them in virtue 
of their being possessed of revenues that are either 
derived from some original source, or that have been 
transferred to them by others. 



ON THE THEORY OF POPULATION. 



As political economy is, in my view of it, confined 
to the consideration of wealth, the subject of popu- 
lation is not included in it. It forms a distinct 
branch of inquiry, and was originally treated as such, 
by the distinguished author, whose celebrated Essay 
on Population has given rise to so much controversy. 

But as, since his time, there have been few writers 
or lecturers on poUtical economy who have not gone 
more or less into the subject, and that it has 
undoubtedly some important bearings on the general 
wealth of nations, I am induced to oflfer .a few 
considerations respecting it. 

The foundation on which Malthus built his super- 
structure cannot be better expressed than in the 
following extract from one of the earlier reviews of 
his work. It is there stated that, " Population, in 
" favourable circumstances, tends to increase ; and 
"whatever addition is made to that increase, has 
" in itself a power and a perpetual stimulus to exert 
"the power of still further increase. But if the 
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" fertility of any spot of earth be, by any favourable 
"circumstances, increased, the addition made by 
" that increase has no power or tendency in itself to 
"produce a further increase of fertility. Thus, if 
" population be doubled, the population so doubled 
" has a tendency to double itself ; but doubled fertiUty 
" has no such tendency to double itself. The doubled 
" fertility cannot in itself be a cause of quadrupled 
" fertility : the doubled population can be a cause 
" of quadi*upled population, and has besides, in itself, 
" a strong stimulus to become so. The grand deduc- 
"tions from this principle are, that the natural 
" tendency of population is to increase faster than 
" the means for its support, and that therefore the 
" efforts of nations, and the enactments of legislatures 
" should be directed to increase the productiveness of 
" their soil, which has no natural tendency to increase 
" itself ; and that, having done this, we may safely 
"rely on a proportionate increase of population, 
" which has a natural power and stimulus of self- 
" increase/' — Quarterly Review^ vol. xxvi., Oct. 1821. 
These facts and the reviewer's reasonings upon 
them are incontrovertible. The power of increase of 
the human race, and it may be added, of all animal 
life, depends upon iYie fecundity of the species ; but 
the power of increase of vegetable life does not 
depend upon its fecundity, but upon iiie fertility of 
the soil, and the eMent of the earth's surfece. The 
natural law, therefore, of man's increase is a geome-' 
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trical one, whilst the natural law of the increase of 
vegetable food is only an arithmetical one ; that is, 
it cannot be increased by successive multiplications, 
but only by successive additions to its quantity. 
This has been clearly pointed out in the article from 
which the above extract is taken. " It has been ob- 
" jected to this doctrine/' argues the Reviewer, " that 
^^if America have doubled its inhabitants every 
"twenty-five years, the prepared food must have 
'^ increased in equal proportion ; for all the inhabi- 
" tants have plenty, and are able to export grain to 
" foreign countries.'' This is perfectly true ; but, as 
the critic goes on to say, " The objector has here 
"confounded fecundity with fertility, and the in- 
" creased quantity of land brought under cultivation, 
" with increased fertility of the original tract. The 
" power of North America to support an increased 
" population is owing not to the increased fertility 
" of the same tracts, but to the quantity of new 
" lands brought into cultivation ; and this instance, 
" so fiar from proving a similar ratio in the increase 
"of human population and of the means of sub- 
" sistence, affords one of the most conspicuous ex- 
"amples of population outstripping fertility, and 
" casting oflF its swarms in search of new lands to be 
" reclaimed from the wilderness." 

In fact, food has no tendency in itself to increase 
at all. It requires the labour of man to add to its 
quantity. The real question is whether, under the 
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present conditions of production, man could supply it 
in sufficient abundance to feed all the mouths that 
would be brought into existence if his power of 
increasing his race were exerted to its fullest extent. 
And the answer to this question is, that he could not. 

If the fertiUty of the soil could have kept pace 
with the fecundity of its produce, then, indeed, there 
could have been no check to the increase of popula- 
tion arising from the want of food. But in that case, 
unless there had been other countervailing causes to 
have restrained the numbers of mankind, the earth 
would long since have teemed with human beings 
living in a state of brute and degraded nature. 

This, however, is not the condition of man. It has 
been otherwise mercifully ordained. Food cannot be 
obtained without labour and difficulty ; and as man 
must eat in order to live, the multiplication of the 
species is confined within limits which are conducive 
to the sum total of the general happiness and com- 
fort. "Had the fertility of the land,'' says Dr. 
Chalmers, " been unlimited, or could the powers of 
"human art have extracted, without measure, the 
" necessaries of life from any quarter of nature, the 
" species would have lived in sordidness and misery, 
" on an earth, laden by its wretched, because over- 
" crowded, generations,''^ 

The distinction, however, between tlie fecundity of 

* " On Political Economy, in connection with the Moral State of Society," 
p. 472. 
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vegetables and the fertility of the soil, which alone 
could render that fecundity available, has been con- 
tinually lost sight of. They have, indeed, been 
confounded together, not only by all the opponents 
of the Malthusian doctrines, but likewise by some 
writers who in the main agree with them. It is a 
distinction which, perhaps, does not readily occur to 
most persons, and therefore constitutes one of those 
objections, which (to use Malthus's own illustration) 
will, "like the times of a barrel organ, never cease to 
" be repeated at intervals/^ But this makes it the 
more necessary to call attention to it (32). 

Since, then, population if wholly unrestrained would 
exceed the limits of the subsistence prepared for it, 
what are the checks which keep it within those 
limits 1 This is the great practical question which 
the subject opens to our consideration. 

Malthus divided these checks into two classes, which 
he termed the preventive and the positive checks, — 
the one repressive, and the other destructive, of human 
existence. The former he represented as consisting 
in moral restraint ; and under the latter he included 
every form of vice and misery ^ that either destroyed 
life, or shortened the term of its duration. Famine 
would of course be included under this head. But 
although numbers have occasionally been cut oflF by 
femine, even in our own days (as in the case of 
Ireland, a few years since), deaths occasioned by 
immediate starvation are comparatively of rare 
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occurrence, although there can be no doubt that 
insufficient or uni^holesome food is a great cause of 
premature mortality. 

To diminish the prevalence of these positive checks, 
and increase that of the preventive ones, must of 
course be the wish and endeavour of everyone 
desirous of promoting the happiness of mankind. 
And, on this subject, a great deal of practical 
wisdom has been gathered from the truths which 
Malthus was the first to bring into notice and 
establish. 

At the time he wrote the most erroneous notions 
prevailed on the subject of population. It was 
thought desirable to promote marriages among the 
lower classes, without regard to their ability to 
maintain their oflFspring, lest there should be a 
paucity of hands, and the state be unable to raise its 
quota of soldiers and sailors. By the system of poor 
laws then in vogue, relief was aflForded not only to 
the aged and infirm, but likewise to the able-bodied 
who could not find work for themselves, as though it 
depended upon those who administered these laws to 
create employment when it did not exist. In times 
of dearth, instead of adopting means for diminishing 
the demand, so as in some measure to suit it to the 
supply, and thus reduce the consumption of what was 
scarce, subscriptions were entered into, from the most 
humane but mistaken motives, in order to raise wages 
to a rate commensurate with the increased price of 
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food, occasioned by its scarcity, and which subscrip- 
tions could, of course, hare no other e£fect than that 
of still further raising its price. 

In a pamphlet published by Malthus in the year 
1800, entitled. An Investigation into the Cause of the 
High Price of Provisions^ he gives a graphic account 
of the plans proposed and carried into effect for the 
purpose of enabling the poor to purchase the quantity 
of bread, they were wont ordinarily to consume. So 
great and general was the ignorance that then pre- 
vailed on the subject, that the high prices at that 
period, which were occasioned by the fidlure of the 
crop in 1799, were commonly attributed to the 
machinations of forestallers and regraters ; and 
among the number of those who shared in this 
delusion, was the then Lord Chief Justice Kenyon, 
who lost no opportunity of visiting upon the heads 
of the unfortimate dealers in provisions, the conse- 
quences of those evils which their operations were in 
reality the means of mitigating. "Those," says 
Malthus, " who were able to do so, kept back their 
" com. In so doing, they undoubtedly consulted their 
*• own interest ; but they, as undoubtedly, consulted 
" the true interest of the State. For, if they had 
" not kept it, too much would have been consumed, 
'' and there would have been a famine, instead of a 
" scarcity, at the end of the year." 

From these illusions and false views, the writings 
of Malthus have been mainly instrumental in setting 
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US free ; but the most important truth taught by him 
is, that, at all times and under all circumstances, 
what can be done towards raising and improving the 
physical condition of the working classes of society, 
is quite insignificant compared with what can be 
eflfected by themselves, if they would abstain from 
marriage until they had a reasonable prospect of 
being able to maintain their families in decency and 
comfort. 

The lessons which he inculcated have, however, not 
been altogether thrown away. Much sounder views 
than those which formerly prevailed are now almost 
universally diffused throughout the community, and 
the result may be seen in the improved condition of 
the labouring classes. They are better fed, better 
clothed, and better lodged, than they were fifty years 
ago, and have moreover made great advances in 
education and civilisation. 

In regard to the preventive checks, as affecting the 
upper and middle ranks of society, it must, I think, 
be allowed that Malthus took a defective view of the 
power and extent of their operation, by limiting them 
to the sole consideration of moral restraint. When 
it is considered what an endless variety of motives 
operate upon educated men to make them prefer a 
state of celibacy to the cares of a married life, this 
was too narrow a term under which to designate them. 
It seems to point only to a freedom from vicious 
intercourse, and indeed was so restricted by the 



ON THB THEORY OF POPULATION. 65 

author himself who always understood it as implying 
a state of perfect purity on the part of those who 
might abstain from marriage. If it be interpreted in 
this strict sense, it must necessarily exclude all causes 
of restraint which have not this consideration for their 
chief motiye ; and this has perhaps led him somewhat 
to underrate the influence of this class of checks in 
retarding the progress of population. 

In order to embrace the great variety of causes of 
restraint which properly come under this head, the late 
Mr. Jones (Malthus's successor) has introduced into 
his phraseology an important emendation by substi- 
tuting for the term mcyi'ol that of voluntary restraint, 
which is obviously of much wider application. In 
this more extended view of them, the preventive 
checks are perhaps the most powerful of any, and are 
daily increasing and extending the area of their 
influence. The present forms and conditions of 
society are favourable to their development. The 
cheapening of luxuries that are now brought within 
the reach of those who were formerly debarred from 
the enjoyment of them, — the general spread of educa- 
tion, — the facilities that are afi'orded to the cultivation 
of intellectual pursuits by the publication of cheap 
books, the institution of libraries, and the establish- 
ment of lectures for the difiusion of useful and scien- 
tific knowledge, — all these tend to elevate the cha- 
racter and improve the moral as well as physical 
condition of the humbler and less opulent classes of 
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the community, and to deter them from too hastily 
entering into the connubial state. Thej retard the 
age of marriage, if they do not altogether prer^it it. 

Among the higher classes there exists anotiier 
source of restraint, which arises from their unwil- 
lingness to enter into ties that would lower their 
rank and position in society, and compel them to 
Nopnrato themselves from those with whom they have 
from their youth been in the habit of associating. 

Altogether, these checks are of immense extent 
and influence. In all large and dense populations 
vice and misery must always no doubt abound, but 
there is good ground for believing that these pasiiiDe 
evils have not increased in proportion to the increase 
of those happier influences which have restrained 
population very far within the limits of its natural 
powers of fecundity, and which constitute the pre- 
ventive checks that repress the full exercise of those 
powers (33). 
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Note (1), page 5. 

Aristotle was the original inventor of the term Political 
JEconomy^ but he did not apply it quite in the sense in which 
it has been used in modem times. 

Note {2), page 8. 

The account here given of the objects of Political 
Economy does not essentially differ from the views taken of 
it by those authors who have represented it as an Inquiry 
into the Laws of the Production and Distribution of Wealth. 

There has, however, been some diflference of opinion as to 
the nature of those laws. J. S. Mill holds that political 
economy does not concern itself with the physical laws of 
production and distribution, but only with the moral or 
psychological laws. See his Essays on some Unsettled Ques- 
tions in Pol, JEcon., p. 133. Mr. Gaimes, on the other 
hand, contends that the science, being of a mixed character, 
embraces the consideration of both kinds of laws. See his 
tract on the Character and Logical Method of Pol, JEcon. 

But, however this may be, one thing is clear, — that 
whether those laws be of the one character, or partake of 
both, they must be such as are applicable generally to the 
whole class of objects that are included under the term 
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wealth, and not such as apply to the objects themselves 
individtmlly, 

I must here further observe, that many distinguished 
authors have taken a much wider view of the objects of the 
science than I have done. J. S. Mill, in his valuable and 
elaborate treatise, represents it as embracing the considera- 
tion of " (dl the causes by which the condition of mankind, in 
" respect of wealth, is made prosperous or the reverse;" and 
this has led him to enter into the discussion of various 
questions of social science, which form a distinguishing and 
interesting feature of his work. 

The late Professor Jones also took a most comprehensive 
view of political economy. He considered it as including 
not only the subjects of population and finance, but as like- 
wise comprising the whole body of social and political philo- 
sophy. The inquiry on which he proposed to enter, he 
says (in his Introductory Lecture), " can alone give us the 
" key to the past fortunes of the diflferent people of the earth, 
"by displaying their internal economy and showing the 
" most deeply seated sources of their strength, the elements 
" of their institutions and the causes of their habits and 
" character. It is from such knowledge we must learn to 
"understand the secret wonders of ancient Egypt, the 
" power of her monarchs, the magnificence of her menu* 
" ments ; the military strength with which Ghreece repulsed 
" the easily renewed myriads of the great king ; the young 
" might, the long feebleness of Rome ; the fitftd strength of 
" the feudal states ; the more steady power of the modern 
" nations of Europe ; their separate character ; the moral 
" and political capacities and story of the different orders 
"of men under all these forms of dominion." See Dr, 
Whewell's Edition of his Literary Itemains, pp. 500 and 501. 

It is impossible to overstate the importance of these 
inquiries, or to say too much in commendation of Jones's 
treatment of them in his lectures ; but they appear to m^ 
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to bear the same relation to the science of wealth, that the 
knowledge of the differential and integral calculus do to the 
science of astronomy. They are not parts of the subject 
itself but prolegomena, or pre-requisites, to our acquiring 
correct views concerning it. 

It must indeed be observed that Jones did not undertake 
to give a systematic view of the science of political economy, 
but merely to enter into those investigations which were 
necessary in order to fiimish the means for its construction 
on a solid basis, and the method of inquiry which he has 
pursued is admirably adapted to that object. All his con- 
clusions are founded upon facts and experience, and are 
not merely deductions from hypothetical data. This has 
led him likewise to> the establishment of many important 
truths, and the correction of some errors, proceeding from 
too hasty a generalisation. 

Note (3), page 8. 

If we attempt to go into the various circumstances which 
remotely or indirectly promote the production of wealth, it 
will be difficult to know where we are to stop. 

Nothing can perhaps show more forcibly the inconve- 
nience of including in a scientific treatise on wealth, the 
indirect causes of its production, than that Mr. McCulloch, 
from his wish of taking them into consideration, has been 
led to deny the distinctions between capital and revenue, 
and between productive and unproductive labour, which are 
the key-stones of Adam Smith's system, and which have 
been adopted by almost every other writer since his time. 
(See his note Bk. 2, Ch. 1, to his edition of the Wealth of 
Nations.) 

Note (4), page 8. 
In a Dictionary of Political Economy recently published 
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by H. D. Madeod^ Esq., which (so fior as it has hitherto 
gone) contains much interesting and valnable historical 
matter, the science is defined (page 46) as one which treats 
of the Laim that regulate the exchangeabk relations of quan- 
tities : the author does not say quantities of what, without 
which his definition is incomplete ; but a little further on it 
appears that the subject of these quantities consists of 
Ecommic JEntitieSy by which is to be understood all things 
present or future, material or immaterial, which can be 
exchanged for money ; and he gives as instances the copy- 
right of a book, the goodwill of a business, annuities, estates 
in remainder or in reversion, and agreements for future 
payments of all kinds. 

Now, without here entering into a discussion as to the 
propriety of including under such a term, things immaterial 
(which has been already considered), or of calling by the 
name of entity, that which is not in esse, but only in posse, 
this definition reduces political economy to the simple con- 
sideration of Exchanges. It becomes a science of Catal- 
lactics, a name originally given it by Archbishop Whately, 
whose theory Mr. Macleod professes to have espoused in its 
fullest extent, for he says (page 26), ** Archbishop Whatdy 
"has laid the foundation of a nei4> system of political 
" economy. In a single paragraph he has effected the totai 
" overthrow of the system of Adam Smith, Ricardo, and 
*^ McCulloch. This paragraph contains the germ of an 
** entirely new mode of treating the sulgect, which it is our 
" object to develop.^' 

Now, as I have already had occasion to observe (Preface 
to 2nd Edit, of Malthus's Definitions of Political Economy), 
this new title given to the science by Dr. Whately not only 
excludes the wealth that is consumed without ever being 
exchanged, but it takes no account of the subject of distri' 
bution, or the considerations of the laws relating to the 
division of the produce into the three primary shares of 
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wageBy rent, and profit It might perhaps be argued that 
wages, in the form in which they are distributed in our own 
country, always inyolve an exchange of commodities for 
labour. But this is an accidental, not a necessary condition 
of wages; The self-produced wages of the great body of 
labourers in the East undergo no exchange. Rent and 
profit are likewise portions of wealth which do not depend 
upon exchanges at all. 

Note (5), page 9. 

Monsieur Say was, I believe, the first writer who ven- 
tured upon this innovation of the ordinary meaning of the 
term Wealth, But in his discussion of the subject of over- 
production, he avowedly discards the consideration of imma- 
terial wealth, and confines himself exclusively to that 
which is material (Traits d'JEcon. Polit. Liv. 1, Ch. 15, des 
D^bauchis). 

Other authors who have begun their treatises with giving 
the same extension to the term have afterwards been obliged, 
in like manner, to restrict it to its ordinary meaning. 
Their reasonings would be, for the most part, false or unin- 
telligible, unless they were understood as referring exclu- 
sively to material productions. 

J. S. Mill has taken the pains to go fully into this 
question, which he has argued with his usual ability. He 
has shown the inconvenience of adopting any other meaning 
of the term wealth, than that which men invariably attach 
to it in their dealings with each other (Bk. 1, Ch. 3, Sect, 3). 
This reason indeed, if there were no other, would appear to 
me to be a conclusive one. 

Note {6)9 page 10. 
The best defence of the deductive method of inquiry will 
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be found in the fifth of J. S. Mill's essay On same Unsettled 
Questions of Political Economy^ in which whaterer can 
be urged in its favonr has been brought forward by that 
very powerful writer. He thinks that we cannot well do 
otherwise than commence our inquiries d priori; that is, 
reason upon assumed premises, and afterwards correct our 
assumptions, and consequently our reasonings, by reference 
to experience. I cannot, however, agree with Mill in 
thinking that this method is the one which has been 
generally adopted by writers on the subject. Neither has 
it been altogether adopted by himself ; for a large portion 
of his great work is of an inductive character ; — that is, its 
reasonings are founded upon facts, and are not merely 
deductions from assumed principles. 

N. W. Senior seems to have contemplated no other way 
of arriving at a knowledge of political economy than by 
the d priori method. The difficulty of the science, he says, 
consists not in the ascertainment of its facts, but in the use 
of its terms (Art. Pol. JEcon, in Encychpcedia Metrcpolitatid, 
p. 130). He thinks that all it needs is accuracy in the 
definition of those terms, and does not seem to be aware 
that some of these definitions cannot be fixed, prior to 
investigating the special subject to which they refer. 

The advantages of the inductive method have, on the 
other hand, been strongly advocated by Dr. Whewell, in 
his review of Jones on Rents (British Critic, Vol. 10), and 
in the prefatory notice to his edition of Jones's IMerary 
Remains. 

Mr. Macleod, in his Dictionary (Art. Axioms and Defi- 
nitions), makes several long quotations from Bacon (some^ 
what unnecessarily) in favour of the inductive system. 
But he does not reason very consistently on the subject. He 
says (page 39) that " political economy has not become an 
" exact science, because the writers upon it have not first 
"agreed upon its definitions and axioms;" and again 



APPENDIX. 73 

(pi^ 46), thai '^ the whole science is founded on obtaining 
"true conceptions of a few fundamental words, such as 
" value, currency, capital, credit, production, consumption, 
''measure of yalue, rate of profit, and some others." Now, 
if all its definitions could in this way be fixed beforehand, 
political economy would be a deductive and not an inductive 
science. 

In the text I have stated to what extent it appears to 
me that we can proceed, d priori. I think that we may 
derive some useful and important knowledge from that 
method of inquiry ; but that such knowledge must be very 
limited, compared with what we may hope to obtain from 
an investigation into the forms and conditions of wealth, 
such as it is found practically to exist among mankind. 

Note (7), page 11. 

Bicardo defined rent as " that portion of the produce of 
" the earth which is paid to the landlord for the use of the 
"original and indestructible powers of the soil." The 
instances must be very rare to which this definition applies, 
as most lands are improved by having more or less capital 
bestowed upon them, the payment of which is inseparably 
mixed up with the landlord's rent. 

I may take this opportunity of observing that, under the 
article Anderson, in his Dictionary, Mr. Macleod has attri- 
buted to Adam Smith a doctrine regarding rent, which is 
the direct reverse of that which that great master holds. 
"Adam Smith," he says (page 11), "had laid it down that 
" high rent was one of the causes of the high price of com, 
"and Mr. Anderson has shown the entire fallacy of this 
"idea of Adam Smith." 

If Mr. Macleod will turn to the Wealth of Nations 
(Bk. 1, Ch. xi.), he will there find it stated that " High or 
" low wages and profit are the causes of high or low price. 
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" High or law rent is the effect of U. It is because high or 
'' low wages and profit must be paid, in order to bring a 
''particular commodity to market, that its price is high 
''or low. But it is because its price is high or low, a 
''great deal more, or very little more, or no more than 
" what is sufficient to pay those wages and profit, that it 
" affords a high rent, or a low rent, or no rent at all." 

Note (8), page 11. 

Jones, although he has strictly adhered to the inductive 
method of investigation has, notwithstanding, found it 
necessary, for the purposes of his inquiry, to begin with 
definitions of wealth and capital, and he has adopted those 
of Malthus. See Dr. WhetcelFa Edition of his Literary 
Remaim (p. 4, 359). 

Note {9), page 12. 

Adam Smith, in his account of the origin and use of money 
(Bk. 1, Ch. iv.), has referred to it as merely superseding 
barter, or facilitating the exchange of commodities. But in 
his remarks on the mercantile system, (Bk. 4, Gh. i.), he has 
noticed another very important function of money. He 
there speaks of it, not only as an instrument of commerce, 
but likewise as a measure of value. In regard to the 
former of these functions, an imaginary standard would 
equally well answer the purpose. Montesquieu relates that 
the Blacks on the coast of Africa used such an ideal 
standard, which they termed macut^. In their view, com- 
modities were more or less valuable in proportion as they were 
worth more or fewer of such macutes. A commodity worth 
ten macutes would exchange for twice the quantity of one 
worth only five macutes. It is evident that this reference 
to macutes did dothing, and could do nothing, but show the 
relation of one of these commodities to the other. The 
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same result might have been obtained by dropping the term 
macuteal together, and simply saying that those commodities 
were, in their relation to each other, as two to one. This 
must necessarily be the case with all snch ideal nnits or 
absiract standards. They can only express ratios which 
are equally well expressed by the numbers themselves, 
without any other adjunct 

But money does more than this. It not only measures 
the relation which one commodity bears to another, but it 
likewise measures ilie cost of purchasing them. As it cannot 
itself be procured without cost or sacrifice, it measures the 
cost of obtaining whatever else can be procured in exchange 
for it ; and its substitutes also measure cost by being, at all 
times, convertible into the quantity of money which they 
represent 

Note (10), page 13. 

Colonel Torrens's account of money, as being that which 
closes transactions between buyer and seller is pratically true, 
and, therefore, appears to me to be its most correct defi- 
nitiouL 

As such, it includes, besides metallic coins, bank notes, 
and also banking credits; but not bills of exchange, or 
credits payable at a future time, for until they are paid, the 
transactions which they represent are not closed. 

Mr. Macleod, in various places of his Dictionary, stoutly 
-contends that bills of exchange are also money, and (at page 
112) he gives to the contrary opinion the name of the modern 
heresy. Now, it will not be denied, that when these bills 
arrive at their maturity, they require payment in one or 
other of the above forms of money, which would not be 
the case if they themselves constituted money. I must^ 
therefore, continue to think that Colonel Torrens's doctrine 
on this subject is the orthodox one, and that Mr. Macleod 
is himseK the heretic. 

D 2 
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Note (11), page 13. 

That the value of gold should not have fallen in any- 
sensible degree, notwithstanding the very large importations 
of it that have been received from California and Australia^ 
must in a great measure be attributed to the increased use 
that has been made of that metal in countries which hereto- 
fore have absorbed but a comparatively small quantity of 
it. France has been gradually exchanging her silver for a 
gold currency ; and it is much more largely employed in 
America than it was formerly. 

This is a fortunate circumstance for all annuitants, and 
others who are dependent on fixed money incomes, and 
which, while they remain nominally the same, would be in 
reality diminished in proportion to any fall that might take 
place in the value of gold. 



Note (12), page 14, 

Ricardo adopted labour as a measure of the cost of pro- 
dtieing commodities. He did not perceive that it was 
equally applicable as a measure of the cost of purchasing 
them. 

If labour worth lOOZ. represents the cost to the producer 
of a commodity which sells in the market for 120/., the 
labour that is worth the latter sum must likewise represent 
its cost to the purchaser. 



Note (13), page 14, 

This table is extracted from Beflectiom an the Price of 
Cam, by M. Fletcher (printed in 1827). 
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ITote (li), page 16. 

The diflFerence in the value of money in different coun- 
tries was first noticed by Malthus {Princip, of Pol. Econ., 
Ch. iii. Sect. 6, 1st Edit.), and was afterwards more fully 
explained by Bicardo in his chapter on foreign trade. {Prin. 
of Pol. Hcon, Ch. xi.) It has been subsequently made 
the subject of three lectures on the cost of obtaining money, 
by Mr. Senior, to which the reader is referred for further 
information on this important topic. 

Note (15), page 17. 

In popular language, to ask what is the value of a com- 
modity, is to inquire into the cost of purchasing it. A 
person wishing to ascertain the value of any particular 
object, which he is desirous of acquiring, does not want to 
know what its relation is to other things that arc in the 
market, but what will be its cost to him, or in other words, 
how much money he must give for it, money being the 
practical measure of the sacrifice he must make in order to 
obtain it. 

Adam Smith has generally used the term value (called 
by him exchangeable value) in this popular sense of it, and 
has assigned labour as its measure. But this does not agree 
with the definition he has ^ven of value in the fourth 
chapter of his first book, where he represents it as " the 
" power of purchasing other goods which the possession of a 
" commodity confers upon its owner." There is a broad 
distinction between these two meanings of the term, which 
this great master seems to have overlooked. Considered as 
a relation between different commodities, it is clear that 
none of them can be said to possess any value except in 
reference to some other or others ; nor is value, in that sense 



78 APPENDIX. 

of it, susceptible of any fixed measure ; whereas, if considered 
with reference to its cost, each commodity has a yalue 
distinct from and independent of all others. The cost of 
purchasing one has nothing to do with the cost of purchadng 
any others. 

Malthus endearoured, for the honour of Adam Smiili, to 
reconcile these conflicting statements. He has observed 
(Princip. of Pol. JEcon., Chap, ii.. Sect 1, 2nd Edit.), that 
when two commodities varied in their relation to each other, 
such variation might arise from causes affecting either 
of them ; and he proposed, when referring to the value ci 
any particular commodity, to take into consideration those 
causes only which affected itself, which he called the intrtmic 
causes of its power of purchase, and to exclude the extrinsic 
causes, or the causes operating upon any others that might 
be exchanged with it. This attempt, however, to bridge 
over the difficulty has not been altogether succes£^ ; since 
it introduces into the question considerations not contem- 
plated in Adam Smith's original definition. 

Most writers have, however, professed to be guided by 
that definition, and have used or intended to use the term 
value, simply to denote the relation of one commodity to any 
other. But this not being its ordinary practical signifi* 
cation, it has led to some confusion, and the two senses 
have been sometimes confounded with each other, even by 
deep thinkers. 

For instance : James Mill says (JElements of Pol. Scon., 
Ch. iv., Sect. 3), that *' if one set of commodities &II in 
*' their value, all others must experience a corresponding 
" rise," which is quite true when speaking of the relation 
of the one set to the other. But he supposes it to be equally 
true, when taking value in the sense of cost. He says, 
" there never can be a fall in value below the coat of pro^ 
" duction in some instances, without a rise in value b^ftmd 
*' the cost of production in other instances/^ whidi is net 
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trae. If commodities under Class A fall in their relation to 
those imder Class B, those under Class B must rise in 
reference to those under Class A. But it does not therefore 
follow that if the cost of those under Class A has fallen, the 
cost of those under Class B has therefore risen. The cost 
of ei&er of them does not depend on their relative exchange-^ 
ability. 

J. B. Say, too, after stating that value is purely a relation 
between different commodities, has a chapter on the distinc- 
tion between real and relative values, and Eicardo, who, in 
his opening chapter, explains the value of a conmiodity to 
be the proportion in which it will exchange for any other, 
yet in that very same chapter says, that the value of every 
commodity is reduced by a diminution in the quantity of 
labour required for its production, although that circumstance 
would not alter its relation to any others, if the same dimi- 
nution applied to them all. 

The instances are almost endless of the confusion that 
has arisen from the ambiguity attaching to this word, vahie. 
I have, therefore, in the text avoided the use of it, except 
where there could be no doubt as to its meaning, or that 
what it stated respecting it would be true of it in either 
sense. 

Note (16), page 20. 

Whatever differences of opinion there may be on the 
subject of value, it would be xmiversally allowed that the 
value of money was greatest in those countries where the 
same quantity of it would purchase the greatest quantity of 
the produce of labour. 

Note (17), page 21. 

I must not here be supposed to deny the truth of Mr. 
Tooke's doctrine, and which has been explained with great 
fullness and distinctness by J. S. Mill (Bk. 2, Ch. ix.)> that 
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a rise of prices may be occasioned by spectilatiye parcbases 
on credit, wbetber or not accompanied by bills of exchange. 
But that rise will be only temporary, unless it be supported 
by a payment in money (in one or other of its forms), when 
the credit is expired, or the bills have arrived at their 
maturity. So that money is definitively, the ultimate 
regulator of price. 

There is a prevailing impression among writers on the 
currency, that prices are in some degree determined by what 
they term the rapidity of the circulation of money. This 
notion, however, is an illusion. It is founded on a miscon- 
ception. What they mean is this : that if the money of 
a country be given for one-half, one-third, one-quarter, or 
one-fifth of its goods at any one time, the prices of those 
goods will be two, three, four, or five times as great as if 
the money had been given for the whole of the goods at 
once, and they conceive that the greater the number of the 
exchanges that are required to purchase the whole quantity 
of them, the greater- will be the rapidity of the circulation 
of money. 

But this so-called (or I should rather say mis-called) 
rapidity of circulation, so far from determining prices, is 
itself determined by those very prices. The price that is 
paid for any specific portion of goods, must of course bear 
some relation to their natural price, or what is sufficient to 
replace the capital of the producer together with his ordi- 
nary profits. If this price cannot be obtained, the goods 
will be reduced in quantity, or altogether withdrawn from 
the market. If, on the other hand, more is obtained for 
them, the supply will be increased. The number of 
exchanges that may be required to purchase any large 
quantity of such goods must consequently be determined by 
the price of any specific portion of them. 

What has perhaps misled these authors is the fact of a 
general rise of prices having sometimes taken place when 
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there lias been no apparent increase in the paper currency, 
or in the floating specie, to account for it. They have not 
taken into consideration the more free use of banking 
credits, which are a virtual increase of money. I believe 
there never was an undue rise of prices, of any permanence, 
ia our country, but concurrently with a notorious increase 
of those banking facilities. 

Note (18), page 24. 

The nature and effects of banking credits were first 
explained by Mr. James Pennington, in a communication 
made by him to Mr. Tooke, and inserted by that eminent 
writer in his letter to Lord Grenville on the currency, pub- 
lished in 1829. 

The subject is generally very little understood. It was 
quite unknown to Ricardo, and all the economists of his 
day. Some correct views of it have been given in a letter 
to the Times of the 25th December, 1857, signed " A Retired 
Banker," and also by Mr. Macleod, in his Dktwnary of 
Political Economy y under the article Bank. 

Note {1^), page 26. 

The Bank Act of 1844 had two objects in view. The 
one was to secure the convertibility of the bank note ; and 
the other to operate as a caution to bankers and others to 
contract, rather than extend, their facilities in the way of 
loans and discounts, when bidlion was being exported. It 
was to act as an alarm bell, to be rung before it was too 
late. In spite, however, of this caution, occasions will in 
all probability occur (indeed they have already occurred) 
when the limitation it imposes must be extended. 

Even if the Act were sound in principle, it is attended 
with this great disadvantage, — that a low state of the Bank 

D 3 
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Reserve tends to increase the effects of a panic, when it has 
once set in, and to occasion a violent and disastrous con- 
traction of the circtilaiing medium. A void is then created, 
which there is no immediate means of filling up, but by a 
further temporary extra issue of paper. 

I quite agree with J. S. Ifill, that "the fdnction of 
" banks in filling up the gap made in mereantile credit by 
" the consequences of undue speculation and its revulsion, is 
" so entirely indispensable, that if the Act of 1844 continues 
"unrepealed, there can be no difficulty in foreseeing that 
" its provisions must be suspended in every period of great 
** commercial difficulty, as soon as the crisis has really and 
" completely set in/* (Bk. 3, Ch. xxiv.. Sect. 4.) 

Note {20), page 9^. 

Monsieur Say, although he correctly distinguishes between 
the gross and nett produce of individuals, has confotmded 
the total gross produce of a country with its nett jwoduce, 
under the idea that what was gross produce to one man 
eventually became nett produce to another. 

This would be true, if the entire capital of a country were 
distributed as revenue. He overlooked that this cannot be 
the case. The fixed capital of a country, and what is 
annually laid out in buildings of any kind, and the money 
in circulation, can never be distributed to any one as? 
revenue. This error of Monsieur Say has been noticed l^ 
Monsieur Storch. (See his Considerations sur h Bevemt 
National, Ch. x.) 

Note {21), page ZO. 

" Capital *' (Mr. Macleod truly observes in his Dictionary, 
page 47), " does not depend upon the nature of the thing 
" used, but upon the method of using it," — thoi^h what that 
method consists in he does not here enter upon. 
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He goes on^ howerer^ to say that " inasmucli as instru* 
''menis of credit are independent economic entities, which 
"iikiy be used in the manner by which entities become 
'' capital, toe arrive at this grand proposition tfuit credit is 
" capital/* 

Mr. Madeod says, tnay be used; but what if they be not 
so used. Suppose, for instance, that a man anticipates his 
income, that is, that he borrows upon credit a portion of his 
neighbour's income, and spends it, undertaking at the same 
time to repay him out of his own future income ; which, 
indeed, so far from being a supposititious case is, on the 
contrary, one of very common occurrence, and is universally 
true of all government loans on credit, which are commonly 
expended nearly as fast as they are raised. What tlien 
becomes of Mr. Macleod's grand doctrine, that credit is 
capital ? It is clear that from a particular class of cases 
he has leaped to a general conclusion, and has himself 
afforded an instance of the error which (page 66) he agrees 
witti Bacon in condemning, of " flying and jumping at once 
"from particular cases to a general principle, without 
" gradually and continuously ascending to it." 

But in no case whatever is credit capital. Mr. Madeod 
has mistaken the means for the end. Credit consists simply 
in borrowiQg a present property, under the agreement to 
replace it, or its value, at a future fixed period, together 
with a compensation to the lender for the use of it ; which 
compensation depends partly upon the time during which 
it is lent, and partly upon the nature of the security given 
for its repayment, according to certain conditions agreed 
upon between the parties when the loan is originally 
contracted. 

There are three purposes to which a loan may be 
appropriated. It may be applied to pay off a previous 
debt, in which case it merely substitutes one lender for 
another, or resolves itself into what is familiarly known by 
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the expression of borrowing o/Pei&r to pay P«tf/; or, again, 
it may be nsed for purposes of expenditure, as I have 
already observed ; or, thirdly, it may be applied to purposes 
of production, in which case it is the property or goods 
borrowed which, by reason of the particular use made of 
them, become conyerted into a productite capUaly and not 
the credit by means of which those goods were obtained, 
and which consists of nothing but the mere wck of borrowing, 
without r^ard to the object to which the borrower thinks 
fit to apply to it. 

Note {22), page ^0. 

J. S. Mill, after truly stating that wages are determined 
by the amount of the labour fund (or, as he terms it, icages 
ftmd) compared with the number of labourers employed, 
afterwards uses the term capital to express this same fund, 
with the proviso however that it is to be xmderstood 
ellipticaUy. {Princ. ofPoL Hcon., Ch. xL, Sect. 1.) 

Now, in the enunciation of an important principle, to 
use a word in an elliptic sense is very objectionable and 
wholly unnecessary, when a special term has been devised 
for the express purpose of denoting it. 

Note (28), page SO. 

Jones has, in his lectures, clearly shown that the great 
mass of cultivators in Asia are maintained by self-produced 
wages, and not by advances made to them out of a capital 
that has been accumulated by others. 

Note (24), page 32. 

Sir Edward West has noticed this effect on wages of the 
increased or diminished quantity of the labourer's employ* 
ment. " The rate of wages," he says, '^ may be the same. 
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^' whilst the amount of wages paid, which will constitute 
" the means of the labouring classes, may vary very con- 
"siderably. In a slack trade, it frequently happens that 
" the master turns off some of his hands, and employs the 
" remainder fewer days in the week, or fewer hours in the 
"day; wages may, in this case, appear to be the same, 
"but if half the workmen are thrown out of. employment, 
-" and the other half- are employed three days in the week 
" instead of six, the amount of wages is really one-fourth of 
"what it was before." (On the price of corn and wages of 
labour, page 39.) 

Note (25), page 33. 

The great practical error of Ricardo was his confounding 
proportionate with real wages. Taking it for granted, as he 
did, that an increase or diminution of the share of the 
produce that was required to cover or replace the cost of the 
labour employed in production, was identical with the rise 
or fall of the real wages earned by the labourer, he was led, 
and has led those who have adopted his views, into conse- 
quences very wide of the truth. 

He inferred from this (and it was a very natural inference 
from his premises) that high profits were injurious, and low 
profits beneficial to the labourer, and that a larger propor- 
turn of wages was the consequence of an increased demand 
for labour, and a smaller proportion the consequence of a 
less demand for labour, while the facts are the direct 
reverse of this. 

It is to be regretted that this error of confounding real 
with proportionate wages should have found a place in the 
writings of J. S. Mill. It makes its appearance, however, 
in his remarks on Adam Smith's doctrine regarding the 
competition of capital. The passage to which I allude is 
the following : " Adam Smith," he observes, " has stated 
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'* ihat * When the stocks of many rich merchants are turned 
** * into the same trade, their mutaal competition naturally 
«< * tends to lower its profit ; and when there is the like 
" * increase of stock in all the different trades carried on in 
** * the same society, the same competition must produce the 
^' * same effect in them all/ (Bk. 1, Gh. ix.) 

** This passage/^ says Mill, '* would lead us to infer, that 
" in Adam Smitii's opinion the manner in which the com- 
" petition of capital lowers profits is hy lowering prices, that 
" being the mode in which an increased investment of capital 
*' in any particular trade, usually lowers the profits of that 
" trade. But, if this was his meaning, he overlooked the 
'^ circumstance, that the Mi of price which, if confined to 
" one commodity, ches lower the profits of the producer, ceases 
'* to have that eJM as soon as it extends to all commodities; 
** because when all things have fallen, nothing has really 
" fallen, except nominally : and even, computed in moneys 
*' the expenses of every producer, have diminished as much 
'' as his returns — unless, indeed, labour be the one commodity 
** which has not fallen in money price when all other things 
** have. If so, what has really taken place is a rise of wages; 
** and it is that, and not the fall of price's, which has lowered 
" the profits of capital/* 

Now it is perfectly true, that when all things have equally 
fallen, nothing has in reality fallen, the only difference being 
that they are all expressed in a smaller amoimt of money 
(provided, however, that not only labour, but likewise taxes, 
rates, rents, and all debts stipulated to be paid in mcmey are 
included in the fall). But when Mill comes to aigue the 
question on the supposition of labour being excluded from 
the fall, he treats this exception, which is in fact a rise of 
proportionate wages, as though it were a rise of real wages, 
occasioned by a greater demand for labour, although he has 
elsewhere most truly stated that, *' the demand for labour is 
'' constituted by the wages that precede the production, and 
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'^ not by the demaikl which may exist for the commodities 
** subsequent to the production." (Bk. 1, Ch. v.. Sect. 9.) 

In ascribing then the fall of profits to the rise of wages, 
the cause of their variation which, on his own showing, 
cannot be attributed to a greater demand for labour, still 
remains to be accounted for. No doubt if proportionate 
wages have risen, profits will have fallen. But why have 
they risen ? This is the question that requires explanation, 
and without which the apparent answer to Adam Smith is 
no answer at all. 

Let it be supposed that all commodities are exchanging 
with each other, precisely in proportion to their respective 
costs ; what is it which determines whether each of them 
that has cost the producer 100/. shall be selling at 105/., or 
110/., or 120/., the proportionate wages being, of course, the 
highest when profits are the lowest P It cannot be their 
relative exchangeability which determines this ; for that 
is the same in all the three cases, neither can it be the 
greater or less demand for labour, for that, as we have seen, 
is determined anterior to the productions themselves being 
in existence. 

I own that I can find no satisfactory answer to this 
question in J. S. Mill's chapter on profits. In that chapter 
(Bk. 2, Ch. XV.) he says, " Wages, and the cost of labour, — 
'* what labour brings in to the labourer, and what it costs 
" to the capitalist, are ideas quite distinct, and which it is 
" of the utmost importance to keep so. For this purpose it 
" is essential not to designate them, as is almost always done, 
** by the same name. Instead of saying that profits depend 
" on wages, let us say (what Ricardo really meant) that they 
" are dependent on the cost of labour.** 

This is undoubtedly an improvement on the language of 
Ricardo, as it draws a distinction between real and propor- 
tionate wages, which that talented writer had confounded 
together ; and Mill would probably say that, in his com^pent 
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on Adam Smith, it was through inadTertence that he had 
ascribed the fall of profits therein alluded to, to a rise of 
wages, instead of to an increased cost of labour. 

But the substitution of the expression cost of labour for 
proportionate icages, does not clear up the difficulty ; for the 
question still arises, out of a given produce, upon what does 
the cost of labour depend ? Why is it that this cost is 
sometimes more and sometimes less, leaving consequently 
less in the one case, and more in the other for profits ? Mill 
enumerates three causes affecting profits, viz., '' the efficiency 
" of labour, the real wages of labour, and the cost of the 
" articles, constituting those wages." But in this case, the 
efficiency of labour is supposed to be the same ; and by his 
own admission the real wages of labour and the cost of the 
articles constituting it, are determined beforehand. We are 
therefore still thrown back upon the inquiry, what is it 
which determines the proportion of wages or the cost of 
labour, and consequently the profit ? For they both vary 
simultaneously, although in opposite directions. 



Note (26), page 37. 

J. S. Mill notices, as an important principle that has 
been overlooked by many writers, that the demand for com' 
modities does not, in any way, constitute a demand for labour. 
(Bk. 1, Ch. v.. Sect. 9.) He has not remarked that the 
converse of this proposition is equally true, and that a 
demand for labour does not constitute a demand for com- 
modities. 

Note {27), page 42. 

Adam Smith contrasts together these two modes of 
expenditure. " The expense,'' he says, " that is laid out in 
"durable commodities maintains (indirectly) productive 
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'** hsLnSsf while the other mode of expense maintains iin- 
^' productive handB." (Bk. 2, Ch. iii.) 

jSTote (28), page 42. 

' In the works of James Mill and John Stuart Mill, the 
sabjeci of capital has been very fully entered upon. But 
nothing is said in them regarding revenues. Indeed, I 
beUeye the very term revenue is scarcely anywhere to be 
found in their writings. 

And yet there is an illustration given by J. S. Mill, 
which would seem to show its importance. He says, 
^'suppose that a capitalist is a hardware manufacturer, and 
**that his stock in trade consists wholly in iron goods. 
^' Iron goods cannot feed labourers. Nevertheless, hi/ a mere 
*' change of the destination of these iron goods, he can cause 
"labourers to be fed.*' (Bk. 1, Ch. iv., Sect. 1.) 

Now it is clear that as this hardwareman cannot feed his 
labourers with iron goods, so neither can any other capitalist 
use them for that purpose. They can therefore be sold 
only to parties who intend to consume them as revenue. 
If those parties wished to convert their revenue into 
capital, the iron goods would remain unsold in the iron- 
monger's hand, and he could no longer employ his labourers. 
A new fund would indeed, by this accumulation, be created 
for their maintenance, but it would be at the expense of the 
old fund, which would cease to exist. The revenue, which 
was wont to replace it, has been otherwise appropriated. 

Now this hardwareman is the type of the great mass of 
producing capitaHsts. They all employ labourers, and they 
must all feed the labourers whom they employ. But as 
they cannot do this with their own goods, so neither wiU 
the interchange of those goods among themselves enable 
them to do it. Nevertheless the funds for the maintenance 
of those labourers must somewhere exist in society, for if 
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they did not, the goods could not have been originally 
produced. They can therefore only exist in the hands of 
those who possess them as revenues, and who can conse- 
quently purchase and consume those goods without impair- 
ing the sources from whence their revenues are derived. 

But if this be so, — ^if capitab must ultimately be re* 
placed, not by other capitals, but by revenues, it follows 
that the over productions that may occur in some depart* 
ments of industry, can never be remedied by increasing the 
productions of capital in other departments of industry, as 
Say taught they might be. The excess of those commodities 
that are in the market, which are not remunerative to the 
producer, do not, as he imagined, prove that some other 
portions of the produce of capital are deficient, but that the 
deficiency is in the revenues, or what represents them; 
or that the possessor of those revenues has given them 
another destination. 

Practically we know that commodities are never really 
bartered for each other, but that the exchanges that take place 
between them are carried on through the instrumentalily 
of money, or what answers the purposes of money. But it 
is only those who derive their money firom the conmiodities 
which constitute revenues, who can purchase other com- 
modities with a view to their consumption. 

There may be consequently a superabundance of capital 
seeking emplojnDient, side by side witii labourers standing 
all the day idle in the market-place. The facility with 
which government loans of almost any magnitude are 
raised, shows that in a wealthy and industrious country like 
ours, accumulation often gets a-head of the means of 
employing it profitably. Such loans offer a channel for its 
investment ; and although they are unproductively consumed 
{i.e. are expended as revenue), they give scope to the em-* 
ployment of additional capital to meet the demand occasioned 
by that additional expenditure. 
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This will folly explain the rapid increase of wealth during 
the kte war, as well as the great destruction of capital 
which took place at its termination, in consequence of the 
eessation of that extra demand, a phenomenon inexplicable 
.^i^KHi Sa3^s principle. Is it possible to suppose that if our 
national debt had not existed, the productive capital of the 
ooontry would be some 700 or 800 millions greater than it 
now isP No one, assuredly, can imagine that such would 
have been the result. 

J. S. Mill, who holds that accumulations to any extent 
can always be profitably employed, has supposed a case 
where there is no increase of population, and says (Bk. 1, 
Oh. T.), " What was previously expended in luxuries, will 
''then be distributed among the existing labourers, in the 
'' form of additional wages. These labourers will become 
" oonsumers of luxuries, and the capital previously employed 
"in the production of luxuries is still able to employ itself 
''in the same manner.'^ 

Now this is, in reality, no accumulation at all, but simply 
an increase of wages, in return for the same amount of 
labour. There being no increase either in the number of 
those employed, or in the quantity of their employment, 
the productive capital would be the same as before, and con- 
sequently no addition would be made to the annual produce. 

In commenting on those authors whose doctrines on this 
subject Mill holds to be erroneous, he says, "Their fatal 
"misconception has spread itself like a veil between them 
" and the more dificult portions of the subject, not suffering 
"one ray of light to penetrate.*' (Bk. 3, Ch. xiv.. Sect. 4.) 

What those more difficult portions of the subject are, 
which he conceives to be thus obscured from their view, he 
does not state ; but he adds what is most true, that " the 
" point is fundamental, and that any difference of opinion 
" upon it involves radically different conceptions of political 
" economy.*' 



92 APPIKDIX. 

The two schools are indeed, on this point, opposed to each 
other on Tcry broad grounds. That of Malthns, Chabners> 
Sismondiy and Storch, distinguishes between the commodities 
that constitute capital, and the revenues which constitute 
the power of purchasing them, — between the seller and the 
buyer, or the supply and the demand, the proportion 
between which determines prices, and the variations in the 
rate of profits. 

The school of Say and Mill, on the other hand, confounds 
commodities with the means of purchasing them, — the 
seller with the buyer, and contains no principle whatever 
for determining how profits are regulated. In Note 25, I 
have shown that they cannot be regulated by the proportion 
in which commodities are exchanged for each other, which 
may remain the same under every variety of profit ; nor by 
the demand for labour, as Eicardo supposed; and it is a 
singular inconsistency in Say, to have held that they were 
determined by the competition of capital (liv. 2, Ch. viii.), 
which is Adam Smith's doctrine that has been excepted to 
by J. S. Mill, on the very ground given by Say himself 
(liv. 1, Ch. XV.), that no general increase of all commodities 
could affect the rate of profits. 

What I have endeavoured to show is, that the demand 
for the products of capital, which determines what the 
general rate of profits shall be, depends upon the extent of 
the revenues that are appropriated to their purchase, what- 
ever be the source from which those revenues are derived. 

The subject of demand has not indeed been very satis- 
factorily treated in any of the works on political economy 
to which Mill refers. Monsieur Storch, however (who in 
his Coura of Economie Politique^ had originally embraced 
the doctrine of Say on this subject), has in his later work, 
8ur le Bevenu National^ taken a juster view of the question. 
He says, " Personne ne disconvientra que, pour cr^r des 
^' produits vendables, il faut avoir non seulement les moyens 



APPENDIX. 93 

"d^en CT^er, mais encore la perspectiye de les yendrc. De 
*' m6me qu'on ne prodmt rien sans capital, on ne prodnit rien 
** non plus sans demandes. Or, si chacun youlait ^rgner 
** son leyenu superflu, d'ou yiendraient les demandes, qui 
''senles peuyent donner de Temploi aux capitanxP EUes 
''ne ponrraient yenir que du dehors; car c'est se faire 
" illusion qne de yoir dans Taccroissement de la popu« 
''lation productiye un accroissement de demandes. 
" Cette population produit elle-m6me ce qu'elle consomme, 
"et eile produit encore au-deld; de sorte que plus elle 
** s'aooroity plus eUe augmente Texc^dant de la production 
** sur la oonsommation." {Sur le Revenu National, Ch. xi.) 

Monsieur Storch's argument is, that as those who are 
profitably employed produce more than sufEcient for their 
own consumption, (for if they did not wages would absorb 
the whole produce), other consiuners must be found, and 
these can of course be no others than non-producers, or 
those who consume the excess as reyenue : for, let us 
imagine that these non-producers wished to conyert their 
reyenue (or so much of it as they could by possibility 
spare) into capital, — either by increasing the employment 
pf the labourers already productively employed, or by 
turning unproductiye labourers into productiye ones, — ^the 
result vWould be a still larger excess, which would go on 
increasiog, eyery time the process was repeated. 

Mr. Lalor likewise, in his work On Monet/ and 
Morals, has taken a practical yiew of this question, which 
is in perfect accordance with the foregoing one. He says 
(Ch. iii.), '* The grand condition of success in all commercial 
" operations is, that the money capital which at starting is 
" parted with, shall be periodically replaced. There are no 
<< ultimate means of replacing it, except from payments 
" made out of income. The aggregate of income deyoted to 
"expenditure constitutes, in the word of Dr. Chalmers, * the 
" * return power ' to capital. The sum total of the income 
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''spent IB iihe sum total of the return which capital can 
^ obtain. It is only the money income tpentwhich replaced 
''money capital embarked in an industrial enterprise. 
" What is saved from income is indeed transformed by the 
" act of saving into money capital also, but it will make no 
" return to the money capital which previously existed. It 
" is a new accumulation^ which will look for its own return 
" out of future money income. If the amount of capital 
•* employed, or ready for employment, be greater than the 
" amount of income deyoted to expenditure, some of the 
"capital must fail of its return. From this conclusion 
" there is no escape.'' 

Mr. Lalor, indeed, considers that this condition of things 
arises out of the use of money, as an intermediate agent 
employed in the exchange of commodities for each other. 
The principle itself is, however, quite independent of the 
consideration of money ; and it has been clearly explained 
by Jones, whose investigations into the revenues of man* 
kind in difierent countries seem to have led him to a 
perception of its truth and importance. He says, 

" We have seen under what circumstances the produce 
" they raise with their own hands from the earth support 
"the majority of the agricultural labourers, and how 
" revenues or incomes, by their direct expenditure, support 
" a large proportion of its non-agricultural labourers. 

"But, before we part with these revenues, to treat of 
"capitalists as the paymasters of labourers, and of the 
" peculiar fimds of their class ; it may be useful to add a 
" few observations on the indirect and much more enduring 
"effects of the expenditure of such revenuesy in making 
" possible the maintenance of labourers and their continuous 
" employment, even after capitalists have appeared and 
" taken up their position as employers. 

" Picture to yourselves an European village in the t&oXli 
" century, of which all the inhabitant artisans subsist on 
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''wages advanoed to tibem, as independent workmen, by 
'' some neighbouring proprietor, or proprietors who purchase 
'' and consume the commodities they produce. Then let a 
'' capitalist, who advances the wages of some or all of them, 
** appear, and, in due time, sell the commodities the workmen 
" produce for him to the same proprietors. 

''It is clear that the continuous expenditure of the 
" proprietors' revenue in such commodities is a condition, 
^'the fulfilment of which is essential to the continuous 
" operations of the capitalist. If there were no consumers 
"ready to expend revenue in the purchase of the com- 
"modities his workmen produced, he must give up pro- 
"duciBg for sale, and, if he himself consumed the 
^< commodities so produced, his capital would not be 
" replaced : it must soon be exhausted, and he must cease 
" to advance wages to his workmen. He has been but an 
" agent to give tiie labourers the benefit of the expenditure 
" of the revenues of the surrounding customers, in a new 
" form and under new circumstances ; and the real source of 
" the workman's subsistence, pushed out of sight by the 
" interference and advances of the capitalist, loses none of 
" its vital importance. It still substantially secures food to 
"the labouring classes, and so constitutes the ultimate 
" support of the frame-work of society. 

"We shall have, hereafter, to take more compKcated 
" cases and comprehensive views of this truth, that, with 
" very slight exceptions, the existence of revenues in other 
" hands, co-extensive with the value of the goods produced 
"through capital employed, is essential to the continuous 
"existence of bodies of non-agricultural labourers. The 
" object of aU production, however much or little aided by 
" capital, is consumption, and the possibility of consumption 
" rests upon the existence of such revenues, and of owners 
" ready to expend them. 

" The primary sources of the support of the population of 
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''nations do not cease, therefore, to be essential sources, 
" even where the people seem to be severed from them by 
"the intervention of new employers, and of what is, 
"apparently, an additional ftmd devoted to their main- 
" tenance/' — Dr. WhetoelVs Edit, of Jones's Literary Re- 
mains, p. 452. 

This passage is a summary of what appears to me to be 
the true doctrine on this subject. 

Note (29), page U. 

If, instead of estimating the annual wealth of a country 
by the sum total of the material productions which consti- 
tute its original revenues, we were to estimate it by the sum 
total of the individual revenues of its inhabitants, it would 
of course bring under the category of wealth personal 
services that are immaterial, for it is precisely these which 
constitute the difference between the two. 

It cannot be denied that these services have a value, 
measured by that of the material objects that are given in 
exchange for them ; and it must likewise be admitted, that 
their intermixture or concurrence is essential to the use or 
enjojnment of things that are material. 

It is probably these considerations that have induced Say, 
and these authors who have adopted his definition of 
wealth, not to limit it to things purely materiaL But, on 
the other hand, wealth, in this view of it, is made not to 
depend upon its utility, or its being an object of desire, but 
solely on its being the subject of payment or exchange. 
While, therefore, it would include personal services of all 
kinds that are remunerated, it would exclude those very 
same services when they are \mrequited. 

The question resolves itself into the determination as to 
what are the common properties pertaining to wealth. Are 
they materiality and desirability conjoined with scarcity 
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(which 18 limited hy the greater or less difficulty of pro- 
duction), or are they confined to the simple circumstance of 
exchangeability, irrespective of any other consideration P 
This has been already discussed in Note 4. 

Note (30), page 44. 

I cannot conceive a tax more equitable in principle than 
an uniform income tax. The annual income of each indi- 
vidual is the measure of his annual command of the 
produce of the land labour and capital of the country, 
and when the same per centage is levied on all incomes, 
each individual is left precisely in the same relative position 
that he was prior to the imposition of the tax. 

An unequal tax, pressing more heavily upon some 
incomes than upon others, is, of all schemes for raising 
a public revenue, the most unfair and inequitable. If, for 
instance, such a tax applied exclusively to those incomes 
that are solely derived from property, including what is 
paid to the national creditors (who may be regarded as 
holding a mortgage upon the annual produce) what would 
be the consequence? Individuals, having families of 
children, who are dependent upon a small income derived 
from land, or from the funds, would contribute to the tax, 
while others deriving a princely income from their business 
or profession would be exempted from it. 
'' No two persons possessing the same amount of income 
are, perhaps, precisely in the same position. One man 
obtains his as the rent of his land, or by going twice a year 
to the Bank to receive his dividends. Another acquires the 
same income as a lawyer, a third as a physician, a fourth 
as a salary for his services. There is no end to the different 
degrees of hardship or difficulty, with which equal incomes 
are obtained by different persons in different situations, and 
under different circumstances. Nor does the inequality rest 
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here. The man of property, who appears to be the best off, 
may really be the worst off. He may have ^ family and 
other claims upon him. The others may have none. These 
diversities exist in the very nature of things. They are 
independent of any tax, and are quite irremediable. The 
idea of getting rid of them by paring down the income of 
one man below that of another, is absurd in the extreme. 
It would not be possible by graduating the tax to make 
even any approach towards equalising incomes, and, if it 
were possible, it would be most unjust to do so. 

The legitimate way of obtaining larger contributions from 
the larger incomes, is to tax those luxuries which they 
enable their possessors to enjoy, and which are beyond the 
reach of the smaller incomes. 

In making these observations, I would not be understood 
to mean, that all taxes, save those on luxuries, should be 
laid on income. Taxes on commodities of general or 
imiversal consumption must always form a large item of 
a public revenue such as ours. If there were none such, 
all who receive wages above those of the lowest or most 
ordinary kind, and who have a surplus, would be exempt 
from taxation, which it is not reasonable they should be. 
That such a surplus exists, and that it is likewise a very 
considerable one, the state of our savings banks, on the one 
hand, and of our gin palaces on the other, fully testify. 

Note (31), page 46. 

I have already adverted, in Note 16, to Monsieur Say's error 
in supposing the gross and nett produce of a counby to be 
perfectly identicaL He appears to have fallen into another 
error regarding revenues, which he estimates not by the value, 
but by the quantity of the things which they represent. If 
one man should realise his revenue in copimodities of which 
the cost had been reduced one-half, thereby obtaining twice' 
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iihe quantity of them that he had before obtained, while 
another man realised his revenue of the same nominal 
amount, in objects which had undergone no reduction in 
their cost. Say, to be consistent with himself, must hold 
the revenue of the former to be double that of the latter — 
and yet, it is dear this could not be the case, seeing that 
the two sets of commodities would precisely exchange for 
each other. 

This error of his is the consequence of his having 
originally confounded wealthy or rkheSy with value^ which 
has been noticed by Bicardo. When any one obtains, at 
the same cost, a greater quantity of any commodity, his 
possessions or riches are no doubt thereby increased, but 
his means of purchasing or acquiring them are the same. 
The value of the larger quantity of the commodity, when it 
has become cheaper, is no greater than the value of the 
smaller quantity, when it was dearer. 

Note {Z2)y page &l. 

It must be observed that Malthus's doctrine is not that 
food cannot be made to increase as fast as population actually 
does increase, which is, of course, impossible ; but that the 
natural rate of the increase of population is by multiplication 
or by geometrical progression; while that of food is by 
addition or by arithmetical progression, the fertility and 
extent of the earth's surface not admitting of its being 
otherwise. It is no answer to this, to say, that while a 
given population has doubled, its food has doubled likewise, 
— ^for that doubled quantity of food has been obtained, not 
by successive multiplications, but by successive additions to 
its previous quantity, and could not have been otherwise 
obtained. 

It is remarkable how prevailing has been the mis- 
conception on this point. It ia greatly to be r^retted that 
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Jones, who lias introduced some important corrections into 
Malthus's views, in regard to the checks on population, 
should have £allen into the common error on this subject. 
He says : — 

" Malthus assumed that, while population was constantly 
'^ increasing in a geometrical, the means of subsistence 
''increased only in an arithmetical, ratio. Both parts of 
''the assumption are, however, fallacious. For let us 
"suppose a colony, consisting of a million of persons, to 
" double itself during the first twenty years of its existence, 
" it is plain that the female part of the second generation 
" cannot be mature enough to repeat the duplication during 
" the next twenty years ; and the growth of the population 
"is undeniably dependent upon the number of perfect 
" females in a commimity." (Br. WhewelPs edition of Jonea^B 
Literary BenminSy page 240.) 

Now, in this argument of Jones, he has singled out the 
particular case of a new colony at its commencement, or, as 
he calls it, in the first period of its existence. Such a colony 
would, of course, consist of a very large majority of adults, 
and, therefore, when it had doubled its numbers, there 
could not be at the termination of the period (be it twenty- 
five, or any other number of years) the same proportion of 
nubile individuals as at its commencement. 

But if we take the population of any established country, 
what ground is there for believing that the proportion of 
those under the age of marriage, would be greater when the 
whole population was doubled, than at the period firom 
which we began to reckon. For instance, is the proportion 
of the English population under the age of puberty at the 
present time greater than it was when its total numbers 
were half what they now areP I know of nothing to 
warrant that assumption. 

Jones, indeed, does not attach much importance to this 
modification of Malthus's law (page 97) ; but in reference to 
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the increase of food, he goes on to say, although '^ there is 
" doubtless a limit to the earth's fertility, yet that limit is 
" undefinabky and food might, for a while, be increased in a 
"geometrical ratio by continuous industry skilfully di- 
"rected and powerfully assisted. The assumption with 
" which we quarrel, takes it for granted, that the rate of 
" increase, both of population and of food is invariable ; 
" and neglects to estimate the disproportionate effect pro- 
" duced upon that rate in different stages of society, by the 
"influence of moral and prudentid motives, and the 
" improvements introduced into the practice of agriculture." 
(Page 240.) 

Now I would ask, is it not a well established fact, that 
the fertility of the soil is in a decreasing and not in an 
increasing ratio ? Can there be a stronger proof of that fact, 
than that while the population has, in our country, been 
doubling itself, the necessity has arisen for the cultivation of 
fresh lands, which necessity would not have arisen if the fer- 
tility of the old lands had been in the mean while doubled. 

To me it appears that Jones is quite mistaken in this 
matter, and that his quarrel with Malthus is founded upon 
his contrasting together the actual increase of population 
with the acttml increase of food (as he has done, in the 
concluding sentence of the above quotation) ; instead of his 
contrasting, as Malthus has done, the natural rate of the 
increase of the former, with the possible rate of the increase 
of the latter, under the existing circumstances of the 
fertiKty of the soil, and the extent of cultivable land. 

Note {S8), page 66. 

I am happy to be able to refer the reader to Mr. J. E. 
Caimes' Lectures on the Character and Logical Method of 
Political Economy (Longman, 1857), as containing an able 
vindication of Malthus's doctrine, fliat population would 
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outstrip the possible supplies of food^ unless its natural rate 
of increase were retarded by checks of some kind. 

I may likewise refer to the stQl higher authority of J. S. 
Mill, who has thoroughly understood Malthus on this 
subject, and done him justice. See his Prindp. of Pol. 
JEcon. (Bk. 1, Ch. x.) 
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THOUGHTS 



ON SUBJECTS OF 



POLITICAL ECONOMY. 



ON THE INCIDENCE OF TAXES. 



Taxes are a portion of the annual produce of the 
country that is placed at the disposal of the State, in 
order that it may be enabled to carry on the machinery 
of government ; and in whatever form or shape they are 
levied they ultimately fall on the revenue of the nation, 
and not, as I propose to show, on its capital. 

States have seldom any revenues of their own. Those 
that they acquire must therefore be drawn from the 
community at large. In ancient times, indeed, when 
there was very little property except that in land, the 
entire soil of the country was held by the Sovereign or 
Chief who derived his revenue from it, which he distri- 
buted among the people who were his tributaries, and 
wholly dependent upon him for their subsistence. This 
was the case with the great Asiatic monarchies, and in 
modem times some vestiges of it are still remaining. 
The present Emperor of Russia is said to possess an 
independent territorial revenue of upwards of a million 
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sterling, which is probably derived from some such 
original right. In our own country also, there are, to this 
day, lands and other sources of hereditary revenue belong- 
ing to the Crown of considerable value ; but since the 
accession of George the Third, these revenues have been 
transferred to the nation, in exchange for a fixed annual 
money payment, which forms a portion of what goes 
under the denomination of the Civil List {Note A.) 

There are three special questions involved in the con- 
sideration of Taxes. 

1st. On whom ought they to fall ? 

2nd. On whom do they fall ? and 

3rd. Should they be levied directly or indirectly, or, in 
what proportion, in either of these ways ? 

To the first of these questions the answer is, in theory, 
a very simple one. Since taxes are a share of the annual 
produce, it seems to follow as a matter of course, that 
all ought to contribute to them exactly in proportion 
to their command of that produce,, or, in other words, 
according to their annual income, from whatever source 
that income may be derived.* 

This was the first maxim of Adam Smith on the 
subject of taxation. 

"The subjects of every state," he says, "ought to 
" contribute to the support of the government, as nearly 
" as possible in proportion to their respective abilities ; 
"that is, in proportion to the revenue which they re- 
" spectively enjoy under the protection of the state. The 
"expense of government to the individuals of a great 
"nation, is like the expense of management to the joint 
"tenants of a great estate, who are all obliged to con- 
" tribute to their respective interests in the estate. In 

* For some additional remarks on this subject the reader is referred to 
page »7 of ** The Thoughts." 
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" the observance or neglect of this maxim consists what is 
" called the equality or inequality of taxation/* — Bk. 2, 
Ch. 2. {Note B.) 

There are, however, no doubt, difficulties in the way of 
carrying out this principle into practice, strictly and 
impartially. In order to do so, it would be necessary 
that all should have the Will as well as the Means of 
contributing their due proportion to it. Now, with regard 
to the Will, the facilities for evading the tax are in 
nimierous cases very great, and the temptations to practise 
such evasion proportionably strong. It is not easy to 
ascertain accurately the state of the incomes of Merchants, 
Traders, or Professional Men. The inquiries that are 
sometimes made in order to arrive at an approximative 
estimate of their amount are often invidious and vex- 
atious, and are a constant source of irritation and 
discontent. This I believe to be the true reason of the 
unpopularity of the tax, and not the pretence that is 
sometimes set up, of its inequality. 

Then with regard to the means of its payment, there 
undoubtedly exists a large class of individuals whose 
incomes are barely sufficient for their maintenance ; in 
many instances, indeed, they are even inadequate to that 
most essential object. The inability on the part of such 
persons to contribute to the tax, renders it therefore 
necessary to fix an amount of income below which it 
becomes inoperative. But in this case it is obvious that 
the defalcation, arising from their exemption, must be 
met by an increased charge upon other members of 
the community, either in the same or in some other 
shape- 

The tax, however, so far as it is paid, falls, and justly 
too, upon those who immediately contribute to it. They 
cannot shift the burden from off their own shoulders, 
on to those of other people. The hardship to them 
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is not tliat they pay more than they ought in respect of 
this particular tax, but that a further burden is imposed 
upon them, in order to make up for the deficiency occa- 
sioned by the unwillingness or inability of those who 
either do not, or cannot contribute their fair proportion 
to it. 

In consequence, therefore, of these inequalities, it 
would be neither just nor expedient to raise the whole of 
what the State required for its expenditure, by an assess- 
ment upon the income of the country. Other methods 
of raising the required supplies must consequently be 
resorted to. Among these, in our country, there are the 
assessed taxes, which fall upon luxuries such as can be 
indulged in by rich consumers only ; and taxes on articles 
of general or universal consumption, which yield a large 
revenue, from the very fact of their being in universal 
request, but which being consumed in small quantities by 
each individual, do not press heavily upon any one class 
in particular. 

The assessed taxes are direct taxes, and fall wholly 
upon the parties who are charged with them. But taxes 
that are levied upon commodities, whilst they are in the 
hands of the producer or dealer, are indirect taxes, 
and must eventually fall upon the consumer. 

Here, however, there arises an important question — do 
taxes upon the commodities that are consumed by the 
labourer, fall upon him, or is he able to indemnify him- 
self for them by obtaining an equivalent rise of his 
wages ? 

It was the opinion of Ricardo that taxes on wages, or 
on the articles that entered into the labourer s necessary 
consumption, would be followed by this latter consequence 
— that is, they would occasion a rise of wages. This 
opinion would no doubt be correct, if wages were habit- 
ually at their minimum, or so low as to be incapable of 
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further reduction ; for, in that case, unless they rose the 
labourer would starve. But this (in our country at least) 
is not the ordinary state of things. The labouring classes, 
generally speaking, have undoubtedly a surplus, and taken 
in the aggregate, it is a large surplus, as is manifest by 
the contributions of those among them who are provident 
to the Savings Banks — and by those who are improvident 
to the Gin-shops. The wages of labour, it must be 
recollected, are always determined by the proportion 
existing between the numbers employed, and the funds 
that are appropriated to their maintenance. But a tax 
upon wages or necessaries will have no immediate effect 
either in augmenting those funds or diminishing the 
supply of labour. It will not therefore occasion a rise 
of wages. 

In our country, therefore, taxes on commodities that 
are consumed by the great bulk of the people, will pro- 
bably always continue to form a large item of the public 
revenue. If there were none such, those who are in 
possession of surplus wages would be altogether exempt 
from taxation, which it is not reasonable they should be. 
{Note C.) 

Among other sources of our public revenue are Stamps. 
These must of course fall on the special business or 
object with which they are connected. Some of them are 
so small that they are hardly felt by those who have to 
disburse them, notwithstanding that their aggregate 
amount may be considerable. Of this kind are the penny 
postage and penny receipt stamps. The stamps on 
marine insurances have of late years been considerably 
reduced, whilst those on fire insurances still continue 
unreasonably high, exceeding very considerably what is 
required by the offices to cover their risk. 

The succession and legacy duties, the stamps on pro- 
bates and administration of wills are less objectionable. 

B 3 
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They do not deprive the contributor of any portion of 
that of which he is already possessed ; they only diminish 
that which comes to him by the voluntary gift of another, 
and to which he has no other claim than what he derives 
from that bequest. Whether reversions to property in 
land ought to be subjected to a like tax or not, is a much 
graver question. Personal property is easily divisible ; 
but if a man were obliged to sell a portion of his estate, 
in order to pay a succession tax, it might inflict upon him 
a much greater injury than that of merely depriving him 
of the money equivalent of that sale. At every subse- 
quent succession too, unless the successor possessed other 
independent property of his own, a further portion of the 
estate would have to be sold or mortgaged, and being thus 
gradually reduced, the social position of the family might 
eventually be considerably deteriorated. 

The State has a peculiar source of revenue in the Post 
Office. This, indeed, instead of being a tax, must rather 
be considered as a commercial establishment carried on 
for the benefit of the nation. A tax is always a compul- 
sory payment, from which the contributor himself derives 
no immediate personal advantage. But the transmission 
of letters through the Post Office is a voluntary act, from 
which the writer does derive both a great and an immediate 
benefit. I cannot therefore help expressing my doubts 
as to the wisdom of the present postage system. Prior to 
its introduction the charge for letters was, in some degree, 
proportioned to the greater or less distance they had to 
travel. Even at those comparatively high rates of 
postage, they were always worth the carriage or they would 
not have been written, and those charges might probably 
have been reduced without detriment to the revenue which 
they yielded ; but the system of putting all letters on the 
same footing, without reference to the greater or less 
cost of their conveyance, is not reasonable, and the defi- 
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ciency it occasions in the Post OflSce revenue lias to be 
made good in some other way. The rest of the com-^ 
munity are taxed more in order that merchants, traders, 
and booksellers, who are the parties chiefly benefited by 
the change, may be able to carry on a more profitable 
trade. {Note D.) 

The foregoing very brief and incomplete observations 
on the incidence of taxes embrace, to a certain extent, the 
consideration of how far they ought to partake of a direct 
or indirect character. It is obvious that the former mode 
of levying them is the least expensive to the nation, while 
the latter is attended with this advantage, that they do 
not expose the contributors to any personal inconvenience, 
and, being mixed up with the prices of the commodities 
they purchase, are less apparent, and on that account less 
obnoxious than a direct tax. In this form, too, they 
reach to classes of the community who do not contribute 
to the maintenance of the State in any other way. 

A tax that is levied upon an exportable commodity that 
is greatly in request in the country or countries whither 
it is sent, if not so high as to prevent or greatly diminish 
its exportation, will ultimately be paid by the consumers 
in those countries. The tax levied in China on tea is 
paid by ourselves, or by the inhabitants of the other 
countries who consume it. In like manner the tax on 
opium levied in India is defrayed by the Chinese who 
consume it. {Note E.) 

Taxes, however imposed, must eventually fall upon 
some branch of revenue, even if they should be apparently 
laid upon capital. In order to understand this, it must be 
recollected that capital itself consists of commodities, the 
taxes upon which must eventually fall on the consumers 
of them. Let it be supposed that before the imposition 
of a tax upon commodities representing capital, their 
value or money price amounted to 1,000,000/., and that 
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the Governmeut were to levy a tax upon that amount of 
ten per cent., or 100,000/. Those who purchase them 
will still have 1,000,000/. in their hands to pay for them, 
and the Government will have 100,000/.; the total money 
demand for them will then amount to 1,100,000/. The 
result will he that the purchasers will get, in exchange 
for their money, nine-tenths of what they before got, or 
thereabouts, and the Government will get the remaining 
tenth. The tax will, therefore, be a tax upon the revenues 
of the consumers, and not a tax upon the capital of the 
producers. 

, But let us further suppose that the tax were Iftid, not 
upon commodities, but on fixed capital. Such a tax 
would, in the first instance, affect the profits of all who 
availed themselves of that description of capital. It would 
occasion a greater or less inequality among those profits 
according as more or less of such capital was employed in 
the various branches of business, or that none at all were 
so employed ; and these inequalities would, like all other 
inequalities in the rate of profits, from whatever cause 
arising, finally re-adjust themselves. Ultimately, however, 
the effect of the tax would be the same as though it had 
been levied upon commodities in the hands of the dealers 
or producers. It would furnish the Government with a 
fund for the purchase of what it needed, without diminish- 
ing the funds that are in the hands of the community for 
the same purpose. It would consequently raise prices, so 
as to indemnify those who had advanced the amount of 
■ the tax ; and thus it would fall on revenue and not on 
capital. {Note F.) 

. Taxes on commodities are attended with a very different 
effect from that which results from an increase in the 
cost of their production. If, in consequence of the rise 
of a commodity from 100/. to 110/., I can with a given 
amount of my revenue purchase only nine-tenths of what 
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I before obtained, it is to myself individually immaterial 
to what cause the rise is to be attributed. But to the 
nation it is of great importance. If the rise be owing 
to a tax, the State gets the tenth I lose ; but if it be 
owing to an increased cost of producing the article, there 
is no tenth existing for any one else to get. The capital 
employed has been less productive, and instead of a 
transfer of property, as in the former case, there is a 
positive loss to the community. 

It has been sometimes imagined that taxes on commo- 
dities raise their price to an extent very far exceeding the 
amount of the tax; and that they further enhance the 
prices of such as are not taxed. This is an entire mistake. 
If the payment of a tax occasioned the rise of a com- 
modity more than sufficient to compensate the producer 
for its imposition, and had likewise the effect of raising 
the price of untaxed commodities, the producers of those 
commodities, whether taxed or untaxed, would be making 
inordinate profits. The tax would, in that case, be a 
benefit to them, which is contrary to the fact. {Note G.) 

Taxes being required either for the necessary expendi- 
ture of the State, or for the purpose of paying the 
annuities due to the national creditor, it is obvious that, 
in so far as they are applied to the former object, they 
cannot be reduced otherwise than by reducing the national 
expenditure. In so far, however, as they are applied to 
the latter object, they are susceptible of diminution in the 
four following ways : — 1st. By the natural extinction of 
the annuities that are terminable ; 2ndly. By a sinking 
fund, or the application of surplus revenue to the pur- 
chase of those that are perpetual; 3rdly. By reducing 
the rate of the annuity, which the Government are gene- 
rally able to do when its market value enables them to 
borrow upon better terms; 4thly. By the Government 
accepting the transfer of stock in lieu of an annual tax, 
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which extinguishes at the same time both the tax and the 
annuity, as is practised with regard to the land tax. 
This last method necessarily presupposes the tax to be a 
permanent one ; for, being optional on the part of the 
contributor, it would not otherwise be his interest to 
avail himself of the commutation offered him. 

There are no other equitable means of reducing the 
national debt than some one of these four methods. The 
schemes that have been from time to time devised for its 
total extinction are either impracticable, or, if practi- 
cable, are inequitable, being founded upon the principle 
of levying a contribution for the purpose exclusively 
on the possessors of realised property, and exempting 
from their due share of the burden all the rest of the 
community.* 

* Ricardo, in his remarks On Gross and Net Revenue (ch. 26, edit. 3rd), 
says, ** It is from profits and rent only, tbat any deductions can be made for 
** taxes, or for savings ; war/es, if moderate, constituting always the necessary 
** expenses of production," — to which he has appended the following note : 
* * Perhaps this is expressed too strongly, as more is generally allotted to the 
''labourer under the name of wages, than the absolute necessary expenses of 
** productio'\ In that case a part of the net produce of the country is received 
**by the labourer aud may be saved or expended by him ; or it may enable 
** him to contribute to the defence of the country." 

Ricardo does not seem to have perceived that this admission is utterly 
destructive of his previous doctrine (ch. 16), that taxes on wages or on the 
necessaries consumed by the labourer must necessarily raise wages and &1I on 
profits, which I have adverted to in the foregoing article. 
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ON THE EFFECT OF THE GOLD DISCOVERIES 
ON PRICES. 



It was confidently expected that the very large im- 
portations of gold into Europe, consequent upon the 
discoveries of that metal in California and Australia, 
would have occasioned a universal rise of prices through- 
out the commercial world ; and some nations seem to 
have prepared themselves for that event. No such result 
has, however, hitherto taken place. The additional 
supplies of gold have not, in any marked degree, affected 
the general scale of prices ; and this phenomenon, though 
it has attracted considerable attention, has not been alto- 
gether satisfactorily explained. 

It has been, indeed, observed that a large portion of 
the gold sent to France has been purchased by the export 
of her silver currency; and that much of what has been 
retained in America has been counterbalanced by the 
extinction of an equivalent amount of her paper currency. 
But, allowing for these substitutions, there further exists 
a considerable surplus spread over the various markets of 
the world, the employment of which, so far as regards its 
effects, still remains to be accounted for. 

The truth is, that in the discussions that have taken 
place on this question, an important circumstance seems 
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to have been overlooked. The prices of consumable 
commodities everywhere depend upon the money incomes 
of the people that are expended in their purchase. But 
fresh importations of the precious metals do not imme- 
diately go to the increase of those incomes; and until 
that result takes place no permanent rise of prices is 
possible. It has been remarked by Adam Sniitli that 
" The circulation of every countrj'^ may be considered as 
" divided into two branches — the circulation of the 
** dealers with one another, and the circulation between 
" the dealers and the consumers. The value of the goods 
** circulated by the diflferent dealers never can exceed the 
" value of those circulated between the dealers and the 
" consumers ; whatever is bought by the dealers being 
" ultimately destined to be sold to the consumers.** — 
Bk. 2, Ch. 2. 

Whenever, therefore, a rise occurs in the wholesale 
prices of commodities without a previous or correspond- 
ing rise in the retail prices, it never is permanent. It is 
a sure sign of overtrading, which consists in an unnatural 
rise of one, or it may be of many commodities, that is not 
supported by an equivalent demand on the part of the 
community. Such a state of things cannot last for any 
length of time. It is, as we know by experience, inva- 
riably followed by the disastrous termination of the 
speculations in which it has originated. 

An increased quantity of the precious metals, resulting 
from increased supplies from the mines, first manifests its 
effects by increasing the amount of loanable capital in the 
shape of money, and lowering the rate of interest. It is 
only by degrees that it eventually gets diffused through- 
out the community, and increases money incomes so as 
to occasion a universal rise in the price of labour and of 
all commodities. 

This is sometimes so slow a process that, according to 
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Adam Smith, general prices were not affected in England 
by the discovery of the rich silver mines of Potosi until 
upwards of twenty years after the event, although silver 
was at the time the legal tender and recognised standard 
of value. 

It is, therefore, probable that a considerable time may 
yet elapse before we feel the effects of the increased quan- 
tity of gold in raising our general prices and lowering the 
value of our money. And there are two circumstances 
which tend strongly to confirm this opinion. The one of 
them is the existence among us of so vast an amoimt of 
permanently fixed money incomes that in their nature are 
not susceptible of augmentation; and the other is the 
admission of corn from abroad duty fi:ee. 

Since the repeal of the com laws we have been in the 
habit of largely importing corn from foreign countries. 
This, as might have been expected, has considerably 
depressed the average price of our home grown com. 
But these continued importations are further attended by 
another effect. Their natural tendency is to alter the 
proportion of our currency relatively with the currencies 
of other countries, and to lower the general scale of our 
prices as compared with theirs. 

Had it not been for the large supplies of gold received 
from California and Australia there is every reason to 
believe that our exportations of that metal out of our own 
hoards would have been much more considerable than 
they have hitherto turned out to be. As the case now is, 
the downward course of our prices has been arrested, and 
the approximation of them to those of the other nations 
of Europe has been brought about, not by the exportation 
of the gold we before possessed, but by the transfer to 
other countries of the gold we have received from those 
new sources. Instead of our prices of labour and of com- 
modities generally having fallen (as they would probably 
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have done had it not been for the new gold), their prices 
have been rising. If this be so, the repeal of the com 
laws will have tended to prevent a rise in the value of 
our money, — a circumstance of extreme importance with 
regard to a commodity that is used by us as a universal 
medium of exchange. 

As the case at present stands the reserves of bullion in 
the Bank of England are even less than they have some- 
times been prior to the gold discoveries, and there cer- 
tainly is no sign of their very rapid increase. {Note H.) 
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ON A PECULIARITY ATTACHING TO AN 
INCONVERTIBLE PAPER CURRENCY. 



A CURIOUS circumstance occurred in 1816 with regard 
to the value of our paper money, under the Bank 
Eestriction Act. On the return of Napoleon from Elba, 
the paper price of gold, which was 4/. 9«. the oz., suddenly 
rose to 61. 7s., the foreign exchanges falling in a corre- 
sponding degree. It appears that there was at that 
juncture no increase of the Bank circulation, nor any 
marked rise of general prices. Owing to this circum- 
stance Mr. Blake was led to attribute the increased price 
of gold to a real rise of its value and not to an increased 
depreciation of the paper currency. Mr. Tooke seems 
likewise to have adopted the same view.* 

The inference was apparently a natural one, but if Mr. 
Blake had pushed his inquiry a little further, he would 
have seen that no such rise of gold, as he imagined, had 
really taken place. For let us assume with him that gold 
did rise in its value, either the rise was universal or it was 
confined to this country. If it had risen universally, either 
a high premium would have been paid for gold on the 
Continent, where silver is the legal tender, or all commo- 

• History of Prices, Vol. 2, p. 33. 
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dities would have fallen in their prices estimated either in 
gold or silver. It does not appear, however, that either 
of these occurrences took place, consequently, the sup- 
posed rise in the value of gold, which was 20 per cent., 
must have been peculiar to England. 

How then did it happen, that if gold was really 20 per 
cent, dearer in England than on the Continent it should 
have been exported thither instead of its being imported 
from thence, as it naturally would have been if the above 
supposition were true ? This cannot be explained on Mr. 
Blake's theory. If com or any other commodity were 
suddenly to rise 20 per cent, in our markets we may be 
quite sure that considerable importations of it would be 
the immediate result of that rise ; and gold being so easily 
transmissible that even the small difference of a half per 
cent, is suflBcient to determine its influx or efflux, how can 
we subscribe to Mr. Blake's doctrine that the value of 
gold had risen ? 

The true explanation of the phenomenon noticed by 
him seems to be this — ^^that a paper currency not convert- 
ible into the gold which it purports to represent is liable 
to more or less depreciation arising from other causes, 
besides that occasioned by an increase or diminution of 
its quantity, and Mr. Tooke has himself called attention to 
the very remarkable fact, that during the long continental 
war, the paper money invariably became more depreciated 
whenever a large foreign expenditure was going on in the 
shape of loans or subsidies, although they were at the 
time unattended by an increased issue of paper. 

On the particular occasion referred to by Mr. Blake, 
the conviction was forced upon the minds of the great 
dealers in the exchanges, that a fresh continental war 
would inevitably spring up, which they foresaw would 
involve England in a large foreign expenditure. They 
anticipated the consequences of such an event, and bills 
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were drawn upon this country far exceeding the natural 
requirements of commerce at the time. Hence, the 
depression of the exchanges and the rise in the market 
price of gold estimated in our paper currency. Such a 
state of things, however, could not be permanent, nor 
if the Bank paper had been always convertible into gold 
could it ever possibly have occurred. The same reasoning 
will apply to the instances, alluded to by Mr. Tooke, of 
an increased depreciation in the value of our paper 
currency, during the suspension of cash payments, when- 
ever we were called upon for a foreign war expenditure or 
for subsidies to other countries. 



ON SAVING AND SPENDING. 



It is certain that no additions can be made to the 
national capital except by pavings from revenue. 

Adam Smith has truly observed that what is saved is 
consumed, as well as what is spent. But it is consumed 
by those who produce something else in the very act of 
their consumption ; which is not the case when com- 
modities are consumed purely as revenue. It is because a 
new product replaces the old one, that the name of saving 
has been applied to this particular mode of employing 
revenue. Such revenue is thence said to have been 
converted into capital, a name which is supposed to imply 
a continuity of its value, either in the same or in some 
other shape. 

But it has not been sufficiently considered that this 
very continuity attributed to capital, depends upon its 
being replaced by revenue, and that, with regard to a 
large mass of capital, no such replacement would take 
place, unless there were an expenditure of revenue of 
sufficient amount to yield a profit to the capitalist, and 
enable him to resume his operations. 

If every one were bent upon saving his revenue to the 
utmost, in order to capitalise it, the object would neces- 
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sarily defeat itself. The additions that are made to 
capital are derived from surplus revenue, that is, from 
revenue that exceeds the necessary wants of the com- 
munity; but those necessary wants are by the supposition 
already supplied ; consequently without a corresponding 
expenditure of revenue, there would be no scope for the 
employment of additional capital. A country cannot 
therefore convert into capital the whole of its surplus 
revenue, but only so much of it as will leave a sufficient 
remainder to create a demand for the products of this new 
capital, and render possible its profitable employment. 
(Note J.) 

Adam Smith has noticed this necessary replacement of 
capital by the expenditure of revenue, although he seems 
occasionally to have lost sight of it. In the graphic 
account which he gives of the great change that took 
place in our own country, when the nobles and great 
landed proprietors dismissed their idle retainers, and 
expended their large revenues in the purchase of useful 
and durable manufactured commodities, he remarks that 
whereas by the latter mode of expense they maintained 
productive hands, by the former they maintained unpro- 
ductive hands only. "In the one way," therefore, he adds, 
"the expense increases, and in the other it does not 
" increase the exchangeable value of the land and labour 
" of the country.'* — Bk. 2, Ch. 3. In the same chapter, 
however, he has otherwise expressed himself, and speaks 
of capital as if it contained within itself a power of self- 
perpetuation. He says, " By what a frugal man saves, he 
" not only aflfords maintenance to an additional number of 
" productive hands for that or the ensuing year, but, like 
"the founder of a public workhouse, he establishes a 
^^ perpetual fund for the maintenance of an equal number 
" in all time to come." This latter view of the case pre- 
supposes that there is a continuous and perpetual der 
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for the produce of the capital that has been saved, 
which demand could not exist without that expenditure of 
revenue which, he had before pointed out, maintained 
productive hands. 

The error on this subject, which is a very common one, 
has perhaps its origin in the somewhat vague and indeter- 
minate meaning that has been attached to the term 
capital. What represents capital has frequently been con- 
founded with what properly constitutes it. The goods that 
are exposed for sale in the shops of the several dealers in 
them, represent the capital that has been expended on 
their production; but they certamly do not constitute 
that capital, except in those instances in which they can 
be made directly available to the maintenance of labour, 
or to the purposes of future production. With regard to 
the great mass of commodities, this is not the case. The 
means of the producers for replacing their capital, and 
continuing their trade, can only be procured by exchange ; 
and there can be no exchange without consumers who are 
disposed to expend their revenues in the purchase of 
those goods. The revenue, therefore, that is expended in 
this way, maintains, as has been stated by Adam Smith, 
productii^e hand,s, and although it does so only indirectly 
and mediately^ (and not directly and immediately^ as when 
they are maintained by capital), yet this particular appli- 
cation of revenue is an indispensable condition of capital 
being used at all. 

It has been remarked by J. S. Mill, that "a demand for 
"commodities does not constitute a demand for labour." 
This is quite true. The mere fact of purchasing com- 
modities does not of itself give employment to labour. 
Nevertheless, the demand for commodities is the sole 
cause of the demand for productive labour. It would 
clearly be of no use to employ such labour unless there 
existed a demand for what it produced. 



ON LABOUR AS A MEASURE OF COST AND 
VALUE. 



The chief objection that has been made to Adam 
Smith's doctrine of labour being the real measure of value 
has arisen from the double meaning that has been attached 
to this latter term, which has been used to express the 
quantity of other things for which any particular com- 
modity will exchange, and also its cost to the purchaser 
— two considerations which have no necessary connection 
with each other. It is, of course, in the latter sense only 
that the value of commodities can be measured by re- 
ference to a common standard; and that such a standard 
exists seems implied by our habitual use of such expres- 
sions as dear and cheap^ greater or Usa cost, which would 
be otherwise altogether without meaning. In the former 
sense of the term it is obvious that there can be no 
measure of value, for considered as a relation between 
commodities themselves, each one must have as many 
different values as there are others with which it may 
be compared. 

It has, however, been further objected that the different 
degrees of remuneration that are awarded to different 
kinds of labour render it unsuitable as a measure of cost. 
There is, however, no real difficulty to its practical appli- 



26 ON LABOUR AS A MEASURE 

cation as a standard measure arising out of this circum- 
stance ; for all wages above the ordinary rate are given, 
not for the labour itself, but for the skill, knowledge, or 
intelligence with which such labour is applied. It is clear 
that no one would pay more than ordinary wages, unless 
the labourer brought to his task some such additional 
advantages ; and it is easy to compute the value of those 
advantages by the excess of the remuneration that is 
given for them above that which is given for pure or 
ordinary labour. 

Suppose, for instance, that ordinary wages were three 
shillings a day, the cost of a commodity worth nine 
pounds would, in that case, be equivalent to sixty days' 
labour? Now, imagine the commodity to be a watch, and 
that the watchmakers had been paid at the rate of nine 
shillings a day, their superior labour would then be 
worth three times that of ordinary labour, and its value 
must be computed as such accordingly. Take anoflier 
instance. Four men are employed six days at three 
shillings a day each in mowing a lawn, whilst six men are 
at the same time engaged in a precisely similar work at 
two shillings a day : how, in this case, is the cost to be 
computed ? The answer is plain. If two shillings repre- 
sent ordinary day wages, the extra shilling a day earned 
by the four men will have been paid them for their 
superior skill. Their joint daily labour will have been 
equivalent to six days* ordinary labour, and must be 
estimated as such. If, on the other hand, ordinary day 
wages should be three shillings, the six men, by reason of 
their comparative inefficiency, will have received two- 
thirds only of a day*s wages. They will each have pro^ 
duced two-thirds only of what has been produced by the 
men who have received a full day's wages. The joint 
daily cost will, in that case, be equivalent to four days' 
ordinary labour only. 
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Although the most ordinary kind of labour is attended 
by some degree of skill, such as is acquired by long habit 
and experience, it is not on that account the less adapted 
to measure the cost of superior degrees of skill or efficacy. 
As it always represents an uniform amount of cost or 
sacrifice, it can be applied as a standard of cost in general. 
It is no more arbitrary to select it for that purpose than 
it is to select a foot as a common measure of length, or a 
pound avoirdupois as a common measure of weight. 
There is no more real unit of length or of weight than 
there is of cost ; nor is it essential there should be any 
such. All that is required of a standard is, that it should 
be uniform or unvarying; that the foot should always 
represent the same length, the pound the same weight, 
and the labour the same real sacrifice of time and trouble. 

Monsieur Michel Chevallier (one of the ablest of our 
living economists), in treating of this subject is of opinion 
that labour cannot be invariable as a measure, because its 
produce is not invariable, " Le travail de Thomme," he 
says, " n*est point un fait invariable. A n'envisager que 
" la force physique, elle varie d'un individu h un autre. 
" Elle change avec les races, et avec les nations.** * Now 
there is no more difficulty in reducing to one common 
type of labour the different degrees of its efficiency, in 
the production of the same objects, arising from more or 
less skill, ability, or physical strength having been em- 
ployed, than there is in reducing different lengths to one 
measure of length, or different weights to one measure of 
weight. And this is precisely what I have done in the 
supposed cases which I put for illustration at page 24. 
But with regard to the application of labour to the pro- 
duction of different objects, all question as to its greater 
or less efficiency is at an end ; for the simple reason that 



* Cours d'Economie Politique, Srd Vol., Sect. 2, Ch. 4. 
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tlie objects themselves being dissimilar in kind, the re- 
spective quantities produced cannot be compared with 
each other. If two equal sets of men be employed to 
produce hats, we can pronounce the labour of that set to 
have been the most eflScient which produces the largest 
quantity within a given time ; but if one set of them 
produce hats, and the other set shoes, we cannot test their 
relative eflSciency by comparing together the quantity of 
hats and shoes that have been produced. 

Ricardo, in the chapter on ** Value " in the first edition 
of his work, has the following remarkable passage : " If 
" any one commodity could be found which, now and at 
" all times, required precisely the same quantity of labour 
" to produce it, that commodity would be of an unvarying 
" value, and would be eminently useful as a standard by 
" which the variations of other things might be mea- 
" sured. Of such a commodity we have no knowledge. 
** It is, however, of considerable use towards attaining a 
" correct theory, to ascertain what the essential qualities 
" of a standard are/'* 

This passage, which was unfortunately omitted in the 
later editions, expresses, in the clearest and happiest 
manner, what the conditions are of an invariable measure 
of value, but they involve a distinct recognition of Adam 
Smith's doctrine, which Ricardo does not seem to have 
perceived. If by a day's labour (of a given number of 
hours) a man could always procure the same quantity of 
gold neither more nor less, Ricardo would here allow the 
gold, so obtained, to be an unvarying measure of value ; 
for the cost of acquiring it would always be the same. 



* It may be as well to observe that, under the circumstances here supposed 
by Ricardo, the prodtLcmg and the pv/rchadng cost of the gold would be 
exactly the same : that is, — the labour of producing it, and the labour it would" 
be worth or would command, when produced, would be identical. This must 
always be the case where labour is the sole productiye agent, as Adam Smith 
has shown (Bk. I. Ch. 6). 
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But is it not obvious that it is the fact of the labour pro- 
curing it being the same that entitles us to say its valtie 
is the same, and that consequently a greater or less 
quantity of labour will always represent a greater or less 
degree of value ? 

If this doctrine had formerly been better understood 
and more generally recognised, it would have put an end 
to the question that was so much agitated, at the time of 
the Bank Restriction Act, as to whether gold had risen or 
the paper currency had fallen in its value. 

The former of these suppositions was stoutly advocated 
by many intelligent writers of that day, and it has been 
more recently in some degree countenanced by Mr. Tooke. 
In the fourth volume of his history of prices (page 106) 
he has cited a passage from the writings of Mr. J. D. 
Hume wherein it is remarked that the prices of coffee, 
sugar, and other exportable articles were ruinously low in 
England compared with their prices on the continent, 
from which Mr. Tooke along with Mr. Hume was led to 
infer that there had been a real rise in the value of gold. 

It seems never to have occurred to them that if the low 
prices of these and other articles in England were to be 
taken as a proof of gold having become dearer with us, 
the high prices of these same articles on the continent 
must likewise be taken as a proof that gold had become 
cheaper there, and then it would have been incumbent 
upon them to have shown how it was possible that gold 
could be profitably exported from our market where it was 
dearer, to the foreign markets where it was cheaper. 

Mr. Hume has indeed very clearly explained the cause 
of the enormous difference between our prices and those 
on the continent of most exportable commodities at the 
time he wrote. He very justly attributes it to the 
Berlin and Milan decrees of Napoleon, by which all 
goods coming from England were excluded from the 
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continental ports. This system of Napoleon carried out, 
as it was, on so large a scale, while it confessedly did 
great injury to the English trade, at the same time 
entailed the greatest privations on his own people, as well 
as on all the other countries that were subjected to his 
sway, and it was avowedly for the purpose of compelling 
Eussia to adopt the same system of exclusion against us, 
that his last Russian campaign was undertaken which, 
fortunately for Europe, terminated in his ruin. 

There can be no doubt as to the truth of the facts 
referred to by Mr. Hume, but they prove nothing with 
regard to the rise in the value of the precious metals, for 
it must be obvious that, at all times and under all cir- 
cumstances, exportable commodities must necessarily be 
cheaper in the countries from whence they come, than in 
those whither they are sent. It is therefore impossible 
to draw any conclusions regarding the real value of gold 
or silver by a reference to the comparative prices in 
different countries of those commodities that are the 
subjects of international trade. The only criterion of the 
value of these metals, as indeed of everything else, is the 
real price that must be paid in order to procure them, or 
the quantity of labour or labour's worth that must in each 
country be given in exchange for them. 

If Mr. Tooke and Mr. Hume had applied this criterion 
they would have found that the money price of labour 
(and along with it that of corn, which is mostly the 
produce of labour), had not fallen at the periods to which 
they refer, as they would have done if gold had risen. 

It is scarcely necessary for me to repeat that valuer in 
the sense in which I use that term (which is its popular 
sense), meBns purchasing cost, and not the relation of com- 
modities to each other, or their relative eocchangeahility^ 
which can, of itself, determine nothing as to their cost, 
either to the producer or purchaser. 



ON FOREIGN TRADE. 



In Harris' Essay on Money and Coins, published in 1767, 
twenty years before the appearance of Adam Smith's 
Wealth of Nations, there occurs the following passage: 

" Every man stands in need of the aid of others ; and 
** every country may reap advantages by exchanging some 
"of its superfluous products, natural or artificial, for 
" those which it wants of foreign growth." 

But the writers to whom we are the most indebted for 
sound views regarding foreign trade are undoubtedly the 
French Economists. One of the most distinguished of 
their sect, Mercier de la BivHre, has explained their 
doctrine on the subject with great force and clearness ; 
he says, — 

" Le commerce est un ^change de valeurs pour valeurs 
"^gales, pratiqu^ par le moyen d'agents interm^diaires, 
" ou sans ces agents pour Tint^rSt commun des echangeurs 
'' qui foumissent ces valeurs, et les ^changent entre eux 
" pour les consommer. 

"Quelque soit le nation qui, par le moyen de ce 
" commerce, se propose de gagner sur les autres nations, 
" qu'elle me dise done comment elle pourra gagner, si les 
" autres ne perdent rien, ou comment elles pourront 
^'toujours perdre, Toutes les nations commer9antes se 
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" flattent ^galement de s'enrichir par le commerce ; mais, 
*' chose etonnante, elles croient toutes s*enrichir en gagnant 
" sur les autres. II faut convenir que ce pr6tendu gain, 
"tel qu'elles le con^oivent, doit etre une chose bien 
" miraculeuse ; car dans cette opinion, chacim gagne, et 
*' personne ne perd. La contradiction ^vidente que cette 
" opinion renferme en d^montre Tabsurdit^." 

It is quite remarkable that this doctrine, obvious and 
incontrovertible as it is, should have been so long disre- 
garded. How little it is understood or generally assented 
to, even at the present day, is evidenced by the nonsense 
that has been talked on the subject of our late commercial 
treaty with France. By many among ourselves it has 
been condemned for admitting French produce on easier 
terms than they will admit ours ; whilst in France it has 
been complained of as being far too favourable to us. A 
better treaty might, no doubt, have been framed, and it 
would have been still better if there had been no treaty at 
all, and that each country had confined itself to the 
lowering of its import duties, which would have increased 
its trade generally with all others. But that the removal 
of such restrictions on the part of any one country can 
possibly be injurious to it, unless other countries at the 
same time remove theirs, is an illusion. All trade 
consists in an exchange of equivalents. The amount of 
such trade may be greater or it may be less, but so far as 
it is carried on, it never can be otherwise than reciprocal 
and equally beneficial on both sides. 



REMARKS ON M. BASTIAT' S WORK ENTITLED " SUR 
LES HARMONIES ECONOMIQUES." 



The main object of M. Bastiat in this interesting 
work is to show the utter absurdity and futility of the 
schemes put forth by the various sects of Socialists and 
Communists for improving the condition of the working 
classes of society, that were prevalent in France at the 
time he wrote. 

His treatment of this subject is most masterly. He 
demonstrates, in the clearest and most striking manner, 
that tl^e adoption of these schemes would entail nothing 
but penury and wretchedness upon the very class they 
were designed to benefit: and he shows, on the other 
hand, that the natural law of freedom and non-inter- 
vention, which leaves every man at liberty to pursue his 
own interest in his own way, although apparently an 
egotistical principle, is, by the overruling wisdom of 
Providence, rendered subservient to the general good, and 
is productive of the utmost harmony in the relations of 
the several classes of society with regard to each other. 

My chief purpose, however, in noticing M. Bastiat's 
work, is to call attention to the new and peculiar view he 
has taken of Political Economy as a science. Instead of 
regarding it, with most other authors, as being conversant 
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with the various objects that are desirable or useful to us, 
and that are usually denominated wealth, he represents it 
as relating purely to the services by means of which those 
objects or that wealth is procured. According to him, it 
embraces the consideration of services of all kinds, that 
satisfy our wants and desires, or that, in any way, con- 
tribute to our happiness and well-being. In carrying out 
this idea, he has not contented himself with extending the 
term wealth to include things immaterial as well as those 
that are material, as Monsieur Say and some other late 
writers have done, but he goes a step beyond Say, and 
throws materiality altogether out of the question ; for he 
holds that we never do pay for material commodities at 
all. The utility that resides in them he considers that 
we obtain gratuitously ; and the value that we falsely 
ascribe to them, in reality belongs to the services of the 
human agents through whose instrumentality we obtain 
them. It is their services that we enumerate, and it 
therefore follows that the goods themselves, which are the 
result of those services, we get for nothing. 

This doctrine, which he has explained at great length, 
and supported by some very ingenious reasoning, appears, 
hc^wever, to be more specious than solid. It is true that 
with regard to those numerous and important classes of 
society that are by Adam Smith denominated unproductive 
labourers, the remuneration we give to them is for their 
services; for those services are immediately bestowed 
upon ourselves, we are the direct recipients of them. 
But with respect to material commodities that are the 
objects of our desire, and that cannot be purchased or 
procured without compensating those who produce or 
possess them, M. Bastiat has overlooked the fact that 
it is they that really satisfy our wants and desires, and 
not the services or the labour that has been bestowed on 
their production. We, therefore, do attach a value to 
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those commodities, quite irrespectiye of the services that 
have produced them. The proof of it is, that if we could 
acquire them without any services at all, they would be 
equally valuable, provided they existed in no greater 
degree of abundance, and could consequently become the 
subject of exclusive appropriation ; which is, in fact, the 
case with regard to some of them. 

This new conception of M. Bastiat as to the proper 
subject-matter of Political Economy, may possibly have 
recommended itself to him from a wish to give unity and 
simplicity to his subject. He saw, perhaps, that the 
rules which apply to things material would not apply to 
those that are immaterial, — ^that the two could not stand 
side by side together, or be included under the same 
category ; and he therefore conceived the idea of getting 
rid of the distinction between them, by combining them 
both under the common name of services. 

We are nevertheless compelled to distinguish between 
them, and to confine ourselves exclusively to the consid- 
eration of what is material, whenever we wish to compare 
the wealth of one country with that of another country or 
to ascertain the comparative wealth of the same country 
at different periods of its history. For of a country's 
material possessions we can always arrive at some approx- 
imate estimate, suflBiciently accurate for our purpose, but 
how are we to institute any such comparison with regard 
to the pleasure or happiness that we derive from the 
services of musicians, actors, and dancers, or of those who 
instruct us in knowledge, who minister to our intellectual, 
moral, or religious feelings and desires ; or who, in any 
other similar way, contribute to our comfort or welfare ? 
Will it be said that these advantages and delights, or the 
services by means of which we have obtained them, are to 
be measured by the amount of the remuneration we have 
given in exchange for them? But that remuneration 
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being always given in a material shape, will already have 
been included in the estimate of what is material, and 
even if such a mode of estimation were admissible, it 
would necessarily exclude an infinite variety of mutual 
services and of wants satisfied, where no such remuner- 
ation has either been given on the one side, or received 
on the other. 

Tt appears to me, therefore, that this innovation of M. 
Bastiat will not bear a close scrutiny, but that it affords 
an additional proof of the inconvenience and confusion 
that must ensue from the attempt to unite under one 
head and include in the same science things that are so 
entirely dissimilar as regards their nature and character. 

Before dismissing M. Bastiat's work, I may observe 
that with regard to the subject of population, he thinks 
that Malthus has incontrovertibly proved his fundamental 
propositions : that the natural tendency of population is to 
increase in a geometrical ratio, whilst the means of sub- 
sistence can only be increased in an arithmetical ratio. 
He has, however, remarked that practically population is 
checked long before it reaches the limits of mere subsis- 
tence. It is, as he has correctly observed, confined within 
the narrower limits of the means of existence, which 
(especially in the French language) is a much wider and 
more comprehensive term than the one for which he has 
substituted it ; as, besides mere food and necessaries, it 
includes all those comforts and enjoyments which custom, 
habit, and a variety of other causes render essential to 
the maintenance of the several orders and ranks of society, 
according to their respective standards of living, and 
which standards not only vary in every country but also 
in each different class of every country. The higher 
standard required by the more elevated classes must 
consequently of itself operate as a very considerable 
check to overpopulation ; — and the continued cheapening 
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of oommodities, occasioned by new and improved pro- 
cesses of production, which enables the mass of the people 
to obtain what was before beyond their reach, has a con- 
stant tendency to raise the standard of enjoyment 
uniyersally among all classes, so as not only to counter- 
act but likewise entirely to overcome the opposite tendency 
of an increase of population to lower it. 

There is a remarkable coincidence in his views and 
those of the late Professor Jones on this subject, altliough 
neither of them had the opportunity of consulting the 
works of the other, which were published subsequently to 
their decease. 




REPLY TO A REMARK IN « THE ECONOMIST." 



A WRITER in the Economist of the 3rd September, 1859, 
who has done me the honour to notice my little work, 
thinks, that in my comment on a passage of Bicardo, 
cited by me at page 39 of "The Thoughts," I have 
misinterpreted his meaning, and have been guilty of an 
ignoratio elenchi. 

Bicardo, he considers, was in that passage referring 
not to an unproductive but to a reproductive con- 
sumption. He did not mean it to be understood that 
a man who employs his capital in production, either 
individually or in his family, consiuned his own goods, or 
any others that he got in exchange for them, but that he 
consumed them among his workmen, who furnished him 
in exchange with some new product. 

This I take to be the construction put upon the 
passage by the writer in the Economist. 

But in the sequel, which Bicardo has given in illustra- 
tration of this passage, he says, " Some would consume 
** more wine, if they had the ability to procure it. Others, 
" having enough of wine, would wish to increase the 
" quantity, or improve the quality of their furniture. 
'* Others might wish to ornament their grounds, or 
" enlarge their houses. Nothing is wanted but the means, 
" and nothing can afford the means but an increase of 
" production. If I had food and necessaries at my 
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'^ disposal, I should not be long in want of workmen 
" who would put me in possession of the objects most 
" useful or most desirable to me/' 

Now, if I were to employ workmen in any of these 
ways, viz., either in ornamenting my grounds, enlarging 
my house, or with a view to consuming the fruit of their 
labour, be it wine, furniture, or anything else, will not tlie 
Economist agree with me that this would be an unpro' 
ductive not a reproductive consumption, — an expenditure 
of my revenue, and not a saving of it, or conversion of it 
into capital ? And was I not justified in saying as I have 
said, that a man cannot consume what he produces or his 
workmen produce for him, or anything else he may get 
in exchange for their produce, without, i2)80 factOy de- 
stroying his capital, for capital implies continuity, and 
the continuity is in this case necessarily put an end to ? 

You cannot, says the proverb, eat your cake, and have 
it too. If a man intends to preserve intact his capital, 
which is the very object of accumulation, he must find 
other consumers for its produce, who by furnishing him 
with food and necessaries in exchange, or what comes to the 
same thing, with the means of procuring them, will enable 
him to re-employ his workmen, and carry on his business 
of reproduction continuously. 

Ricardo, in this chapter be it observed, proposed to 
show that there was no limit to the accumulation of 
capital, and in support of his view, he illustrates it by 
what are in reality cases of expenditure, and not of 
accumulation. His reasoning would be perfectly legiti- 
mate on the part of those who believe, with Mr. MacCul- 
loch, that the distinction made by Adam Smith between 
capital and revenue is altogether illusory.* But this 
assuredly was not Ricardo's doctrine ; no one has more 
clearly drawn the distinction between them than himself. 

• See a note in his edition of The Wealth of Nations (Book II., chap. i.). 
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Note A, page 6. 

Maoaulay, in his History of England, mentions that, besiilos 
their hereditary revenues, a further grant was made to William 
and Mary, which included the expenses of the civil govenmient ; 
and he remarks that, although the expenses of the royal house- 
hold are now entirely separated from the latter, the name of 
Civil List is still improperly applied to both (Vol. III. p. 558). 

If the Crown Revenues of England were managed with the 
same care and skill as those belonging to private individuals, 
they would considerably exceed in amount what is contributed 
by the nation, in lieu of them, for the maintenance of the royal 
dignity. The Sovereign, it appears, gives up more in order to 
receive less. Into the policy of this surrender on the part of 
the Crown, it is not here my business to inquire. I only state 
the fact. 

Note B, page 7. 

This, along with Adam Smith's other maxims concerning 
taxes, has been adopted by Mr. MacCulloch, in his article " On 
Taxation," in the Encyclopedia Eritannica. He distinctly says 
that "if it were practicable, it would be just that the burden 
" of taxation should be made to press upon individuals in pro- 
" portion to their respective reventces.^* 

The same principle is also advocated by Mr. Leone Levi, in 
his useful and interesting account of our national taxation 
(Chap, iv,). It has, however, unfortunately met with very little 
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general favour. On this subject of taxation men are prone to 
be guided less by their judgment, than by their own private 
interests. 

^ote C, page 9. 

It appears by the returns from the Customs for the year 
ending 31st December, 1859, that out of 24^ millions received 
by that branch of the revenue the duties on tea^ sugar, and 
tobacco alone amounted to 17 millions. Those upon wine and 
spirits produced rather more than 4 millions, the rest being 
made up of duties on various other articles of less extensive 
consumption. 

The Excise duties, that same year, on spirits (British and 
Foreign), amounted to 11 J millions,— on wine to about 2 mil- 
lions, and on malt to 5^ millions. 

Enormous as these taxes are in their aggregate amount, they 
do not press heavily on the working classes. Mr. Leone Levi 
estimates that their contribution in respect of them does not 
exceed 21«. per head, which he distributes as follows : tea, 
28. 8d, j sugar, 28, Sd, ; malt and spirits, 8& 6d, ; tobacco, 
28. lOd, ; other aiiiicles, 4«. 4d Of these, he observes that 
11«. 4d are derived from their drinking habits and their use of 
tobacco, from which they would do better to abstain ; and only 
9& 8d, from provisions and other necessaries. 

This division, however, is not quite accurate, as he should 
have separated the tax on malt from that on spirits, and 
included it under the latter head, inasmuch as beer must be 
considered as a necessary of life to the workman. It is, never- 
theless, true that these classes are very lightly taxed. They 
pay no duty on bread, butter, milk, fish, vegetables, fruit, 
house, candles, nor on coal (except in London, which exception 
Mr. Levi has not noticed). 



I^ote D, page 11. 

The writer was formerly connected with a large commercial 
firm which contributed to the Post-office from £700 to £800 
per anpnnu This amount was divided into due proportions and 
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chai^ged to the afioount of some sixty or seventy foreign corre- 
spondent& It was to each of them so insignificant a sum com- 
pared with the business to which it related, that not only was 
it never a subject of complaint on their part, but it was not 
even alluded to or probably ever thought of by any of them. 

Similar contributions to a greater or less extent were made 
at the time by other foreign mercantile establishments, that 
were no doubt attended with the like result as to their compara- 
tive insignificance to the parties concerned. Together, they 
must have formed a total of no inconsiderable magnitude which 
went to swell the amount of the Post-office revenue, and which 
was, moreover, contributed by foreign nations. 

It is obvious that the failure of this source of the public 
income has to be made good in some other way. Some new 
tax must be levied, or some old one increased, in order to make 
up for what was willingly contributed in exchange for a real 
benefit received. 

In this objection to a uniform rate of postage, which I have 
always entertained respecting it ever since its adoption, I find 
myself supported by the authority of Mr. MacCulloch, who has 
adverted to its impolicy in his elaborate article on " Taxation," 
in the Encyclopedia Britannica. 



Note E, pcige 11, 

By our late commercial treaty with France we have unwisely 
precluded ourselves from the advantage of levying an export 
duty upon our coal and iron, articles which are in request 
abroad, and which we have pecidiar facilities for producing at 
home. 

This, with other objections to the treaty, has been noticed by 
Lord Overstone in his admirable speech on the subject in the 
House of Lords, 15th March, 1860. 

Note F, page 12. 

Bicardo says that " Taxes are not necessarily taxes on capital 
" because they are laid on capital ; nor on income, because they 
" are laid on income. If from my income of £1000 per annimi 
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" I am required to pay XlOO, it will really be a tax upon my 
" income, should I be content with the expenditure of the 
** remaining J&900 ; but it will be a tax on capital, if I continue 
" to spend £1000. The capital from which my income is 
" derived may be of the value of £10,000. A tax of one per 
" cent, on such capital would be £100 ; but my capital would 
*' be unaffected if, after paying this tax, I in like manner con- 
" tented myself with the expenditure of £900.'** 

Now, a tax which would deprive a man of a portion of his 
capital would be precisely the same thing as a reduction of his 
income to a corresponding extent If he should exceed his 
income so reduced, he will no doubt encroach upon his capital 
or upon the capital or income of some one else. But fhis he 
would equally do if, under any circumstances, he exceeded his 
income. 

Ricardo, however, must, I think, have been contemplating a 
tax upon capital, either in money or upon a nominal one in 
stock, shares, or such like investments ; for with regard to a 
tax on reed capital, or that which is actually employed in pro- 
duction, it appears to me that it must necessarily raise the 
price of the commodities it is employed to produce, and conse- 
quently fall on the income of the consumers. 



Note G, page 13. 

In a pamphlet entitled. Thoughts on the Liqiddatipn of tlie 
FMic Debt, published some years since, and recently reprinted, 
this fallacious notion as to the general effect of taxes on com- 
modities has been carried to its extreme. 

This is what the author writes on that subject : 

" It is certain that taxes on consumption do, in fact, fall 
" with accumulated force on most descriptions of property ; and 
" that, provided the income derived from property be expended 
" within the United Kingdom, the effect, to the proprietor, of 
" such taxes, is aggravated to an extreme degree, 

" Firstly, The amoimt of any given tax, levied through the 
" medium of the importer or manufacturer, must be paid by 

• • Chap. viii. Bdit. 3. 
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" the consumer, together with a considerable addition to each 
" of the successive dealers, through whose hands the commodity 
" passes, for the advance of capital and the risks incident to 
« trade. 

" Secondly^ And by far more important, is the consideration 
" that prices reciprocate. If any one article of general con- 
" sumption be high priced, every other article of consumption 
" must partake of that high price, and, as nearly every article 
" consumed in the United Kingdom, excepting provisions, is 
" directly taxed, so the effect of the tax on each acts upon all, 
" inclusive of provisions, the increased price of which latter 
" re-acts upon prices generally. High prices on the supplies to 
** the landlord and tenant create a necessity for high prices on 
** farm produce, and the high prices of farm produce render 
" necessary still higher prices for articles of general supply. In 
" this manner, an annual tax of £1, imposed on any article of 
" consumption, will be found to require, at least, £6 in the 
" general prices, to effect a distribution of the burthen of the 
" £\ paid to the Treasury. Or, to exhibit the principle in its 
" more extensive application, 28 millions paid by the importer 
" and manufacturer annually, in duties of Customs and Excise? 
" must operate, to effect a distribution of the burthen over the 
" mass of consumers, by an augmentation, in the aggregate of 
" prices, of all the commodities annually sold in the United 
" Kingdom, to the amount of upwards of 160 millions.'* 

If out of the sum of 160 millions here supposed to be paid 
by the consumers for taxes, the State received no more than 
28 millions, what became of the remaining 132 millions? Did 
they go into the pockets of the producers, or did no one 
receive them 1 The first supposition is preposterous ; and the 
second contradictory; for if some paid, others must have 
received the amount. 

The idea that prices reciprocate, or that taxes on some com- 
modities raise the prices of those that are untaxed, is altogether 
an illusion. Eicardo has clearly shown that it is such. He 



" Suppose that in consequence of a tax upon corn, or upon 
" wages, the manufacturer of leather were to raise the price of 
" leather, in order to recover the additional wages he must pay 
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•* liiH workmen. Then leather, being an article consumed by 
'* the hiUmrer, his wages must rise a second time for him to 
" pan^hane the same quantity of it as before. But, upon this, 
" the ImthorscUer must enhance the price of his leather a 
** HOiHind time, which would raise wages a third time, and this 
** ngiiin would raise leather a third time, which would nkae 
" wu^'H a fourth time, and so on without end. The absurdity 
" of the conclusion shows that a tax upon necessaries, or upon 
** WA^Hi, cannot raise the price of other commodities." 

Tlio fulhicy on the subject is, however, by no means an un- 
conunon one. According to The Liverpool Financial Eeformers, 
The Profiirs Blue-hooky and the author of the Reviewer Reviewed, 
out of 40 millions paid by the consiuners for Customs and 
Kxciso duties, 30 millions only go to the State. The remaining 
10 millions (e<iual to 25 per cent.) are extra profit to those who 
aihtmco the amount of those duties. At this rate, taxes on 
conniUHlities ought to be very popular among those who produce 
or deal in them. 



Note H, page 18. 

The distinction between the two modes of applying money or 
currency as the representative of capital on the one hand, or of 
rovonuo on the other, has been well explained by J. S. Mill in 
the Westminster Review for June, 1844 ; also by Th. Tooke, in 
the fourth volume of his History of Prices (Part III. Chap, iil 
Sect. C). 

Both these writers show that money advanced on loans and 
securities (that is, when used as capital), affects the rate of 
interest; and that when applied as income it affects prices. 
But in the following section, Tooke has quoted and adopted the 
opinion of James Wilson, that an influx of gold from the mines 
will have the immediate effect of raising prices. This has not 
been found to be the case. 

Note J, page 23. 

Mr. Buchanan, in treating of Stock in the fourth volume of 
his edition of the Wealth of Nations^ has some very just obser- 
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vations on this subject. He pays : ** The saving of revenue 
^ increases the supply of capital, while the spending of it 
'^ increases the demand, and in this way the increasing 
" revenue of a country may be partly saved and partly spent, 
" in such equal portions, that the revenue saved may form a 
" capital just sufficient to provide for the revenue spent. If 
" capital be increased without any increase of expenditm^, the 
" consequence must be a diminution of profit to the precise 
'^ amount of the additional capital, because otherwise this 
" capital cannot find employment." 

Mr. Buchanan seems here to have clearly seen what has been 
overlooked by some later economists. The view he has taken 
is evidently founded upon the principle I have before adverted 
to,* and which appears to me to be a very important one, viz., 
that the capital employed in production must be limited by the 
revenues that are given in exchange for its produce, and by 
which exchange that capital is replaced. 

* See ** Thoughts on the Limit of Demand," and Note 28 relating thereto. 
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that the promises to pay of the London bankers recorded in 
their respective ledgers, — deposits (as they are called) that are 
transferable from the account of one person to that of another, • 
perform precisely the same functions, and have the same effect 
on prices and on the foreign .exchanges, as promises to pay 
written upon pieces of paper and conveyed in purchases and 
sales, and in the discharge of debts, from the hands of one 
person to the hands of another. 

We know that when the provincial bankers issue notes to a 
greater amount than can be absorbed and employed at a given 
state of prices, in the districts where they circulate, the excess 
is returned to the banks for payment, and a demand made 
upon them for gold, or for Bank of England notes, or for a bill 
upon London, not in consequence of discredit, or of any doubt 
as to the ultimate solvency of the issuers, but solely because 
the exchange with London or with other districts is against the 
place where an excess of notes is issued. 

So, likewise, it is with the metropolitan banking establish- 
ments. When their promises to pay (call them deposits, cash 
balances, book debts, or what you will) are created to a greater 
amount than can be absorbed and employed at a given scale of 
prices, the exchanges with other countries are depressed, and 
a demand is made upon those establishments for a discharge of 
the excess that has been created. The real demand is for gold 
for exportation ; but payment is made in the notes of the 
Bank of England, for which gold can, at all times, be readily 
obtained. And if those Bank of England notes were cancelled, 
and no fresh notes issued in their stead, an excessive issue of 
banking promises to pay would very soon be extinguished.* 

* The much disputed question as to whether Banking Deposits are or are 
not money, is a purely verbal one. All that it is essential to understand 
respecting those deposits is, that the increase or diminution of them has pre- 
cisely the same effect on prices and the foreign exchanges as an increase or 
diminution of money itself would have. 



THE LONDON BANKING SYSTEM. 51 

But the Banking Department of the Bank of England is 
always ready to issue notes equal or nearly equal in point of 
amount to those cancelled in the Issue Department by the 
delivery of bullion. This I will endeavour further to explain. 

The Banking Department of the Bank of England is fre- 
quently regarded in the same light as any other joint-stock 
or private bank in the metropolis. There is, however, this 
important difference between them, namely : — ^that the latter 
lean and are dependent upon the former. When coin and 
bullion are required, in considerable amount, for domestic pur- 
poses, or for expo;rtation, tlvat coin or bullion is taken, not from 
the reserves of private and joint-stock banks, but from the 
Issue Department of the Bank of England. The notes that 
are required to obtain the bullion must, no doubt, be drawn 
from the reserves of private or joint-stock banks, and conse- 
quently lessen those reserves, but the bullion is obtained at 
the Bank of England. 

Now such a diminution of notes taken from the hands of the 
public, or from the private or joint-stock banks of London, 
would very soon be severely felt, were it not from the circum- 
stance that the Banking Department of the Bank of England is 
generally ready and willing, upon some terms or other, to 
restore the notes which have been cancelled by the delivery of 
bullion. Thus it has happened that the bank-notes in the 
hands of the public have generally been kept at a nearly 
uniform amount, and that all the consequences which should 
ensue from the withdrawal of bullion from the Issue Depart- 
ment, in so far at least as the foreign exchanges are concerned, 
have been, in a great degree, counteracted by the action of the 
Banking Department. 

In order to correct an unfavourable foreign exchange, and 
stop an efflux of bullion, the Bank of England appears to rely 
chiefly, if not wholly, upon a rise in the rate of interest, which 
under these circumstances it is in its power to produce. 
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As the notion that the Bank has the power to control the rate 
of interest is, I believe, contrary to the opinion which gene- 
rally prevails on the subject, it is fit that I should state the 
grounds on which I have arrived at that conclusion. 

Let us suppose the Bank to be in the following position, viz. : 
That there are in the Issue Department 14 millions of bullion , 
The power of that Department to issue notes would then, by the 
Act of 1844, be limited to 28 millions. Of that amount of notes 
let us suppose that 20 millions are in circulation outside the 
walls of the Bank, and that 8 millions are in the Banking 
Department, constituting the reserve of that Department. 

This being the position of the Bank, let us suppose thai a 
drain of bullion commences in consequence of a requirement of 
coin in the provinces, or of a demand for bullion for exportation 
or of both. If, in the hope of stopping the drain of coin and 
bullion, it should now be determined that the Bank shall not 
discount bills nor make advances on securities at a lower rate of 
interest than 10 per cent., what would be the consequence? 
You will say that no one will apply to the Bank for loans or 
discount at so exorbitant a rate of interest. But what would 
then ensue ? The bills which the Bank has already discounted 
and the temporary advances it has already made gradually 
become due. They can be discharged only with bank-notes, ot 
by the extinction of deposits at the Bank or by both. Of the ! 
20 millions of notes in the hands of the public, first one million,- 
then another, are paid into the Bank in discharge of the bills 
and securities held by the Bank. Still the Bank persists in its 
determination as to the rate of 10 per cent, interest. The notes 
in the hands of the public are further reduced ; the pressure 
arising from the scarcity of bank-notes becomes extreme ; it' 
can be relieved only by the Bank of England. What is to be' 
done 1 It seems to me that in order to avoid disaster and ruia 
to bankers, merchants, and traders, the exorbitant interest 
charged by the Bank must be submitted to. 
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The altematiye is, no doubt, an importation of bullion from 
abroad, in exchange for which bullion, })nnk-notcH could be 
obtained from the Issue Department But before bullion could 
be imported and notes obtained to a Hutticient extent great 
presBure in the money market and great commerciul distrcKs 
would probably be experienced.* 

Under the circumstances al)ove stated, the metropolitan 
banks, neceasarUy^ with respect to one rate of interest, follow the 
lead of the Bank of England, They arc besides naturally 
desirous, at such a period of alarm, to lessen their liabilities and 
increase their reserves, with these objects in view. Suppose that 
a particular banker realises in bank-notes the bills he holds 
under discount, and the advances he has already made as they 
respectively fall due. By so doing, although he will not lessen 
his liabilities, he will no doubt increase his reserve. But this 
object can be effected only by reducing the reserves of some, or 
the reserves of several other bankers. The bills which he has 
discounted are accepted by other banks or made payable at the 
houses of those other bankers. They naturally pursue the same 
course, and by so doing get back a part, or the whole of the 
notes and coin which had been withdrawn from them. It thus 
happens that, during periods of alarm and distrust, the bankers 
of the metropolis silently struggle with each other for the 
possession of bank-notes and coin, although they cannot, in that 
way, increase the aggregate amount of their reserves. 



* It might perhaps be alleged that the private deposits of the Bank could, 
in this case, be withdrawn, and the Bank be thus compelled to issue more 
notes. This, however, could only happen to a- very small extent, for a large 
portion of those deposits consists of the reserves of the private Banks, which 
they are obliged to keep in hand ; and which, in times of pressure and alarm, 
they find it expedient to increase rather than diminish. If, instead of leaving 
those reserves in the hands of the Bank, they withdrew them in the shape of 
bank-notes, m order to keep them in their own tills, the operation would 
obviooaly be altogether a nugatory one. It wonld be holding their reserves in 
one shape, instead of in another. 
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It will, I think, conduce to a clearer apprehension of the sub- 
ject if it be carefully borne in mind that the aggregate amount 
of the deposits witli all the metropolitan bankers cannot be 
increased or lessened without a corresponding increase or dimi- 
nution of the securities in their possession, or of the cash 
reserves, or of both. Thence it follows that if the aggregate 
amount of their reserves continue the same, an increase or 
diminution of their aggregate securities must necessarily be 
followed by and will force into existence an increase or dimi- 
nution of the aggregate amoimt of their deposits or transferable 
book debts. 

I should observe that deposits with the London bankers are 
materially different from deposits with Country bankers. The 
obligations of London Bankers (deposits) are, in a majority of 
instances, themselves used as a medium of payment without 
being first converted into the Bank of England notes or coin 
which they undertake to pay. The deposits with Country 
Bankers are generally converted into notes or coin, or into a bill 
upon London, before ultimate payment is accomplished. — The 
former are extensively used as Currency, The latter are mostly 
loaned as Capital 

Ever yoiu^ faithfully, 

JAMES PENNINGTON. 

To John Cazkkove, Esq. 
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